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MEMORANDUM

The requests and data presented by California American Water (“Cal Am”) in
Application (“A.”) A.16-07-002 were examined in order to provide the Commission with
recommendations that represent the interests of ratepayers for safe and reliable service at
lowest cost. Suzie Roseis ORA’s project lead for the proceeding. Richard Rauschmeier
is ORA’s oversight supervisor. Paul Angelopulo and Kerriann Sheppard are ORA’s legal
counsel.

Although every effort was made to comprehensively review, analyze and provide
the Commission with recommendations on each ratemaking and policy aspect presented
in the application, the absence from ORA’s testimony of any particular issue does not
necessarily constitute its endorsement or acceptance of the underlying request,
methodology, or policy position related to that issue.
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l. INCOME TAXES

A. INTRODUCTION

This chapter presents the results of ORA’s analysis of Cal Am’s Income Tax
expensesfor Test Year (“TY”) 2018 related to General Rate Case (“GRC”) A.16-07-002.
For ratemaking purposes, Income Tax expenses consist of the Federal Income Tax
(“FIT”) and California State Income Tax, referred to as the California Corporate
Franchise Tax (“CCFT”). Income Tax expenses are part of a utility’s normal Cost of
Service and thus are funded by its ratepayers. Accordingly, this chapter contains
recommendations for Cal Am’s TY 2018 Income Tax expenses.

The recommendations are based on an analysis of Cal Am’s application,
testimony, workpapers, and responses to discovery requests. In addition, ORA reviewed
previous Commission rulings, information contained within the Internal Revenue Service
(“IRS”) Internal Revenue Code (“IRC”), and information from the California Franchise
Tax Board (“FTB”) when appropriate. The remainder of this chapter consists of a
summary of recommendations, followed by a discussion section that includes the

background and rationale for each recommendation.
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B. SUMMARY OF RECOMMENDATIONS

1. The Commission should adopt a 15% corporate tax
rate for Cal Am’s TY 2018 FIT expense forecast.

2. Ca Am should deduct the 2017 adopted amount of
CCFT inratesfromthe TY 2018 FIT expense.

3. The Commission should adopt ORA’s methodology
for calculating Cal Am’s IRC Sec. 199 Domestic

Production Activities Deduction.
C. DISCUSSION

For real-world Federal Income Tax purposes, Cal Amisasubsidiary of American
Water Service Company (“American Water”), and is consolidated with American
Water’s other subsidiaries on American Water’s Federal Income Tax return. For
California ratemaking purposes, the Commission’s method for calculating Federal
Income Tax expense is known as “normalization,” which entails calculating and
including in rates what Cal Am’s FIT liability would be if it were an unconsolidated
California corporation.

Under the normalization method, depreciation expense for FIT ratemaking is
calculated using the straight-line book value method, instead of using an accelerated
depreciation schedule. The difference between straight-line book depreciation and the
real-world accelerated tax depreciation schedule givesrise to a balance in Accumulated
Deferred Federal Income Taxes (“ADFIT”). For ratemaking purposes, the ADFIT
balance acts as a reduction from rate base which benefits ratepayers, while outside of
ratemaking the utility benefits due to its realization of either areduced real-world tax
liability, or in some cases a net operating loss that can be applied to reduce other tax

years’ liability.
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1. Income Tax Rates

Ca Amforecastsits TY 2018 Income Tax Expense using rates of 8.84% for
CCFT and 35% for FIT expense. The Commission should adopt the 8.84% tax rate for
CCFT expense and a 15% tax rate to forecast FIT expensefor TY 2018. The
recommendation of a 15% tax rate to forecast the FIT expense is based on the stated
policy goals of the Trump administration, which specify:

“The Trump Plan will lower the business tax rate from 35 percent to 15 percent,
and eliminate the corporate alternative minimum tax. Thisrate is available to all

businesses, both small and large, that want to retain the profits within the

M 1’1
business.”=

Indeed, the Trump nominee for Treasury Secretary Steven Mnuchin restated the
administration’s 15% corporate tax rate goal during a recent interview with business
media
MNUCHIN: Our number onepriority istax reform. Thiswill bethat largest
tax change since Reagan. We’ve talked about this during the campaign. Wilbur
and | have worked very closely together on the campaign. We’re going to cut

corporate taxes which will bring huge amounts of jobs back to the United States.

KERNEN: Where do you think you can get to on that?

MNUCHIN: We’re going to get to 15% and bring alot of cash back into the U.S.2

The Commission should adopt a 15% FIT rate for TY 2018 because that is the
most likely estimate at thistime. Furthermore, there is no evidence that Cal Am’s tax
rate of 35% will be the prevailing rate in 2018. Due to the sizeable economic impact of

the forthcoming corporate tax rate change, if not forecasted properly in this GRC, the

I "Tax Plan." Donald J Trump for President. Web.27 Dec. 2016.
<https://www.donal djtrump.con/policies/tax-plan>.

£ \Web. 27 December 2016. <http://www.cnbc.com/2016/11/30/cnbc-transcri pt-steven-mnuchin-and-
wilbur-ross-speak-with-cnbcs-squawk-box-today.html>
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result will be awindfall for Cal Am at ratepayers’ expense. For example, in Cal Am’s

Sacramento District alone, changing only the FIT rate from 35% to 15% in Cal Am’s

proposed revenue requirement model reduces Cal Am’s proposed TY 2018 revenue

requirement by $3.6 million. Asaresult, Cal am would collect $3.6 million annually

from ratepayers that it would not pay inincome tax. The table below demonstrates the

difference in Cal Am’s proposed revenue requirement by district when adjusting for the

new 15% tax rate.

Table 1-1. Impact of Tax Rate Change on Revenue Requirement

Cal Am's Rev. Requirement Proposed

Proposed Using 15% S Rev. Req.
Rev. Requirement FIT rate Difference Reduction %

(S in thousands)

IMonterey $66,522.0 $63,562.9 $2,959.1 4.45%
Toro $629.6 $611.0 $18.6 2.95%
Garrapata $155.1 $143.3 $11.8 7.61%
Monterey WW $3,686.0 $3,635.8 $50.2 1.36%
Los Angeles $39,308.6 $37,167.6 $2,141.0 5.45%
Sacramento $61,881.0 $58,204.5 $3,676.5 5.94%
Ventura $40,009.7 $38,893.9 $1,115.8 2.79%
San Diego $31,156.9 $30,569.1 $587.8 1.89%
|Larkfield $3,474.6 $3,315.0 $159.6 4.59%
Totals $246,823.5 $236,103.1 $10,720.4 4.34%

As seen in the table above, the impact of adopting the FIT rate change from 35% to

15% reduces Cal Am’s TY 2018 proposed revenue requirement by $10.7 million.2 In

order to prevent awindfall to Cal Am at the expense of its ratepayers, it isimperative that

the Commission adopt at 15% Federal Income Tax rate for Cal Am in this proceedi ng.4

& cal Am’s proposed revenue requirement from workpaper ALL_CH02_SE RO. Adjusting only the FIT
rate to 15% results in the Rev. Requirement amounts shown in Table 1-1.

4 Also see section 111: Return on General Office Rate Base for ORA’s recommendation to reduce Cal
Am’s pre-tax Cost of Capital rate resulting directly from adopting the 15% corporate income tax rate.
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2. CCFT expense deduction from FIT

The IRS allows ataxpayer to deduct CCFT when calculating its Federal Income
Tax expense. Atissueinthis GRC is determining the correct method for calculating the
CCFT deduction for Cal Am when forecasting FIT expensein TY 2018. According to
the IRS, “for federal income tax purposes, a taxpayer that uses an accrual method of
accounting incurs a liability for Californiafranchise tax in the taxable year following the
taxable year in which thetax isi ncurred.” Thus, according to the IRS, the amount of the
deduction should be based on the CCFT amount incurred in the year before the Test
Year. Deducting the amount of CCFT paid in the prior year when forecasting the TY FIT

expense is also along-standing Commission methodology first adopted in D.89-11-058°

D.89-11-058 also remains the Commission’s most authoritative decision regarding
the methodology for calculating the prior-year’s CCFT deduction. The Commission
adopted the method referred to as “DRA’s Alternative 2” for calculating the CCFT

deduction.Z “DRA’s Alternative 2” makes clear that the amount of CCFT deducted in the
Test Year from Federal Income Tax should be based on the amount of CCFT adopted in

rates:

“Require that test year and attrition year CCFT estimates adopted in rates be
specifically defined and made available to the Commission staff responsible for
putting together the FIT (federal income tax) estimates for the following attrition
or test year so that thereisno timelag in CCFT deductibility. The prior years
estimated CCFT collected in rates would always be available as a deduction for

the test or attrition year FIT calculation.”®

2 |RC Sec. 461(d) and IRS Rev. Rul. 2003-90. Retrieved Web. 27 December 2016
<http://www.irs.gov/2003-33_IRB/ar10.html>

£D.89-11-058, p. 10. Conclusion of Law 1.
1D.89-11-058, p. 9. “We will adopt DRA’s Alternative 2.”
#D.89-11-058, p. 7.
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In this GRC, the Commission is setting rates for TY 2018, meaning the
appropriate CCFT deduction should be the CCFT amount adopted for 2017. These
amounts are found in Cal Am’s attrition filings made in November 2016, with an
effective date of January 2017.

Cal Am’s methodology for determining the TY 2018 CCFT deduction disregards
D.89-11-058 and “DRA Alternative 2,” and uses an estimate of 2017 CCFT instead of the
amount adopted in rates. Cal Am’s method begins with estimated revenues at present
rates and then subtracts estimated 2017 expenses to arrive at its state taxable income for
2017. Ca Am multiplies thisamount by the 8.84% tax rate to arrive at an estimated
CCFT amount for 2017. Cal Am then usesits estimated 2017 CCFT amount asthe FIT

deductionin TY 2018.9

When asked to explain why Cal Am used an estimate of prior year 2017, Cal Am
at first objected to the question, and then partly answered by citing to D.89-11-058:

“...In the decision under page 2 on the Opinion Summary the Commission
determined for ratemaking purposes utilities should use the prior year’s CCFT in
the calculation of Federal Income Tax expense by stating “Therefore the prior

years’ CCFT number should be used in future ratemaking calculations of federal

M 1’!10
Income tax expense.” " —

However, as stated above, D.89-11-058 requires that the amount of CCFT adopted
in rates in the prior year be used as the Test Year CCFT deduction, not an amount
estimated by the utility for the prior year. Although Cal Am attemptsto rely on D.89-11-

058, its estimating methodology is not supported by that Decision. As a result, Cal Am’s
method should be rejected by the Commission.

2 Cal Am workpaper ALL_CHO02_SE_RO, all districts’ Rev. Req. tabs, column | shows “Estimated 2017”
Rev. Req; Cell 165 shows estimated 2017 CCFT, Cell J67 then subtracts cell 165 to calculate TY 2018
Federal Taxable Income.

2 cal Am’s response to Data Request ORA MC8-001, Q.3.

10
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Cal Am’s methodology is also inappropriate on its face. Cal Am’s methodology
would seemingly task the Commission with reviewing al of the components of its 2017
estimated revenues and expenses in order to generate the CCFT number, even though the
expense amounts used in its 2017 estimate are not adopted data. Instead, Cal Am’s
estimated 2017 expenses appear to be inflated from adopted amounts, which tends to
substantially reduce the amount of the CCFT deduction available for ratepayersin TY
2018. The table below presents a comparison of the amount of 2017 CCFT deduction

estimated by Cal Am and the amount of 2017 CCFT adopted in Cal Am’s rates 2

Table 1-2. Cal Am’s 2017 estimated CCFT vs. adopted 2017 CCFT

Cal Am's 2017 Adopted 2017 amount
Estimated CCFT of CCFT (attrition filings)
Monterey $1,028,400 $1,117,300
Los Angeles $272,400 $732,000
Sacramento $350,800 $1,212,500
Ventura $269,700 $459,000
San Diego $116,100 $188,000
Larkfield $23,800 $53,000
Total TY 2018 Deduction: $2,061,200 $3,761,800|

As shown in the table above, ratepayers are funding $3.76 million CCFT in
adopted ratesin 2017. For tax year 2018, the IRS requires Californiatax payers to deduct
the CCFT amount paid in 2017. Therefore Cal Am’s 2018 rates should include a
combined CCFT deduction for $3.76 million. Cal Am’s estimating methodology results
in acombined $1.7 million reduced tax deduction in TY 2018, which increases Cal Am’s

revenue requirement by approximately $595,000.1—2

ORA'’s methodology uses the adopted prior year CCFT amount as a deduction
from FIT and therefore isin compliance with federal tax law and with D.89-11-058,

a Adopted CCFT datafrom Cal Am attrition filings for 2017. Advice Letters 1137, 1138, 1139, 1140,
1141, 1142.

12 ($3,761,800-$2,061,200)=$1,700,600 * 35% FIT rate = $595,210 additional FIT expense from Cal
Am’s use of a lower estimated CCFT deduction than 2017 adopted amounts.

11


MC8
Rectangle


o A W N P

(o)}

10
11
12
13
14
15
16

17
18
19
20
21
22

23

where the Commission adopted a method referred to as “DRA Alternative 273 cq
Am’s method uses an estimate of the prior year amount of CCFT, which is not supported
by D.89-11-058, and is unfair to ratepayers. For the reasons stated above, the
Commission should adopt ORA’s methodology for forecasting Cal Am’s CCFT
deduction in this GRC.

3. |RC Sec. 199 Domestic Production Activities
Deduction (“DPAD”).

The American Jobs Creation Act of 2004 established IRC Section 199, which
allows business taxpayers a deduction for a certain percentage of qualifying income from
taxableincome. IRC Section 199 also contains the instructions for the taxpayer applying
the DPAD deduction. Since 2009, the DPAD deduction has allowed a deduction amount
equivalent to 9% of the lesser of the Qualified Production Activities Income (QPALI) of
the taxpayer for the taxable year, or taxable income for the taxable year.2* The DPAD
deduction provides a benefit to utilities and ratepayers in that it reduces taxable income
and therefore FIT expense. Asaresult, the larger the DPAD deduction amount

forecasted into rates, the greater the benefit to ratepayers.

In A.16-07-002, Cal Am’s DPAD forecasting methodology begins with ataxable
income amount (before any deduction for CCFT and before applying the DPAD). Cal
Am then deducts (subtracts) the “current year” TY 2018 CCFT forecast to arriveat aTY
2018 taxable income amount before the DPAD. Ca Am then applies a percentage of
water produced multiplier to get a DPAD taxableincome. Cal Am appliesthe 9% rate to
this amount to estimate the DPAD amount that Cal Am usesasadeductioninits TY

2018 FIT calculation. 2

£ D.89-11-058, p. 9.
2 |RC Sec.199(a).
£ Cal Am workpaper ALL_CHO02_SE_RO, tabs (all districts) “Rev Req”, rows 149-184.

12
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Cal Am’s deduction of the TY 2018 CCFT amount for calculating taxable income
for the DPAD isincorrect. Asdiscussed in Item 2 above, according to the IRS, the
amount of CCFT ataxpayer is alowed to deduct in atax year is based on the amount of
CCFT paid in the year prior.*® The DPAD itself is based on 9% of the lesser of QPAI or
taxable income for the taxable year. Asaresult, the Commission should adopt a DPAD
treatment for Cal Am that deducts the prior year’s 2017 CCFT, not the current TY 2018

year amount. Although the overall revenue requirement impact of this recommendation

Is small, the Commission should require consistency from Cal Am.L Consistent with
ORA’s recommendation in Item 2 above, the CCFT deduction for calculating the DPAD
should be based on the adopted CCFT in 2017 (the year prior to the Test Year).

Cal Am’s use of the TY 2018 CCFT amount to calcul ate taxable income for the
DPAD is also inconsistent within its own basic FIT methodology. Asdiscussed in Iltem 2
above, when calculating FIT expensefor TY 2018, Cal Am deducts an estimate of the

prior year’s 2017 CCFT to get the TY 2018 taxable income. However, when calculating
the separate DPAD deduction in the same FIT expense forecast, Cal Am deducts the

comparatively larger TY 2018 CCFT amount from taxable income, lessening the
deduction value. The result of Cal Am’s inconsistent methodology is that both of its
chosen CCFT treatments minimize deduction amounts, which maximizesthe TY 2018
FIT expense. Toillustrate, in Los Angeles County, Cal Am calculates TY 2018 FIT
ligbility starting with $39,308.6 in revenues decreased by $30,853.8 operating expenses

and a$70.9 DPAD to arrive at $8,383.9 taxable income.E Ca Am then deducts 2017

estimated CCFT $272.4 to get $8,111.5 taxable income.ﬁ However, to calculate the
above $70.9 DPAD, Ca Am started with $39,308.6 in revenues decreased by $30,853.8

2 |RC Sec. 461(d) and IRS Rev. Rul. 2003-90. Web. 27 December 2016 <https://www.irs.gov/2003-
33_IRB/ar10.html>

I Approximate revenue requirement impact across all districts is < $2,000 when combined with ORA’s
other recommendations.

18 cal Am workpaper ALL_CH02_SE_RO, tab “LAC Rev Req”, cells J95-J115. ($ in thousands).
£ cal Am workpaper ALL_CHO02_SE_RO, tab “LAC Rev Req”, cell J115. ($ in thousands).

13
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operating expenses and then chose to deduct the 2018 CCFT amount $747.4 instead of
$272.4 from 2017, making the DPAD deduction smaller than if Ca Am had been

consistent and deducted the 2017 CCFT estimate of $272.4.@ Theresult of Cal Am
choosing two different CCFT deduction methods is that both methods act separately to
maximize the revenue requirement. Cal Am uses relatively low estimated 2017 CCFT
amounts to deduct from TY 2018 taxable income, which increases the FIT expense
forecast. Ca Am then chooses comparatively higher TY 2018 CCFT amounts to deduct
during the DPAD calculation, thereby minimizing the DPAD deduction, which also

increases the FIT expense forecast.

Ca Am explained why it used the TY 2018 CCFT amount for the deduction when
it calculated the DPAD:

“... because the issue of working cash that was identified by the Commission
regarding the CCFT deduction for federal income tax purposes for ratemaking
does not apply to the DPAD. In addition, the DPAD did not exist when D.89-11-

058 was adopted."z—l
Cal Am’s explanation lacks merit. Asexplained above, the DPAD is based on IRC Sec.

199 that allows a deduction for 9% of the lesser of either: QPAI, or taxable income for
the taxable year, and the IRS directs that taxable income be calculated deducting CCFT

from the prior year.g Furthermore, the “Working Cash” section of D.89-11-058 is
irrelevant to the DPAD discussion because the CCFT deduction for FIT purposes for

ratemaking was addressed by the Commission in the “Tax Rate Change” section.Z Asa

result, the Commission should reject Cal Am’s inconsistent DPAD methodology that uses

2 DPAD would have been $109.1 instead of $70.9 based on: $747.4 - $272.4 = $475 * .8948 multiplier =
$425.03 * 9% DPAD= $38.25. $70.9+ $38.25=109.1. Cal Am’s method produces lost tax savings of
$38.25 * 35% =$13.37 ($ in thousands.)

2 cal Am’s response to Data Request ORA MC8-001, Q.4.
£ \Web. Retrieved 27 December 2016. https.//www.irs.gov/irt/2003-33 IRB/ar10.html
2 D.89-11-058, Tax Rate Change discussion begins on p. 6.

14
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TY 2018 CCFT asadeduction. Instead, the Commission should adopt the (prior year)
2017 CCFT amount adopted in rates for calculating the TY 2018 DPAD. This
recommendation is consistent with D.89-11-058 and IRS regulations.

D. CONCLUSION

For Cal Am’s TY 2018, the Commission should adopt a FIT methodol ogy that
reaffirms D.89-11-058 by requiring the adopted 2017 CCFT expense be used asthe FIT
deduction inthe Test Year. In addition, the Commission should adopt a DPAD
methodology that is consistent and uses the same prior-year CCFT amount that is used as
adeductioninthe Test Year FIT calculation. Finally, the Commission should adopt a
15% corporate tax rate for Cal Am in order to prevent awindfall to the company at

ratepayer’s expense.

15
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II.  TAXESOTHER THANINCOME

A. INTRODUCTION

This chapter presents the results of ORA’s analysis of Cal Am’s forecast for Taxes
Other Than Income contained within Cal Am’s GRC A.16-07-002. Taxes Other Than
Income consist of Ad Valorem Tax (property tax), Payroll Taxes, and Local Franchise
Taxes. ORA’s TY 2018 recommendations for Taxes Other Than Income are primarily
based on analysis of Cal Am’s application testimony and workpapers evaluated against
suitable criteriaimposed by statute. ORA aso consulted sources from the California

Employment Development Department (“EDD”) when necessary.
B. SUMMARY OF RECOMMENDATIONS

1. Adopt ORA’s correction of Cal Am’s Ad Valorem tax

workpaper error found during discovery.

2. Remove the Federal Unemployment Tax Act
(“FUTA?”) penalty of $84 per employee.

3. Remove Franchise Fees from the Larkfield district’s

rates.
C. DISCUSSION
1. Ad Valorem Taxes

Cal Amforecaststhe TY 2018 ad valorem tax expense by dividing the recorded
2015 amount of tax paid by the dollar amount of taxable plant for each ratemaking area to
arrive at a percentage of taxable plant. Cal Am then appliesthis percentageto itsTY
2018 forecasted dollar amount of taxable pl ant 2 However, the 2015 amounts of tax

paid used in Cal Am’s percentage of taxable plant calculation were higher in each district

2 cal Am workpaper ALL_CHO05_OTAX_RO, tab “INP_Ad Valorem”.

16
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than the ad valorem amounts shown as recorded data in Cal Am’s workpapers 2 This
discrepancy inflates the percentage of taxable plant applied to the Test Y ear and
therefore, inflated ad valorem expense forecasts for each district.

During discovery, Cal Am admitted this was an error in its workpapers and

provided corrected ad valorem data?® The differencein ad valorem tax usi ng Ca Am’s
corrected data resultsin $1.2 million less ad valorem tax than the amount forecasted in
Cal Am’s original application. The Commission should adopt Cal Am’s correction when

forecasting Cal Am’s ad valorem tax expense.
2. Payroll Taxes

Ca Am calculates payroll taxes based on forecasted payroll expensesfor TY
2018. Payroll taxes consist of Federal Insurance Contribution Act (“FICA”), Federal
Unemployment Tax (“FUTA?”), and State Unemployment Tax Act (“SUTA”). FICA
taxes include two separate components, Social Security (“OASDI”), and Medicare. In
A.16-07-002, Cal Am usesthe following tax rates for its payroll tax calculations:

OASDI - 6.20%
Medicare — 1.45%
FUTA - 0.6%
SUTA - 6.2%

The OASDI, FUTA, and SUTA tax rates are subject to wage caps, while the
Medicare tax rate is applied to total wages. Cal Am applies awage cap equal to the first
$118,500 of an employee’s wages in calculating OASDI, and the first $7,000 of an
employee’s wages in calculating FUTA and SUTA. The actual FUTA rate is 6%, but the
federal government normally provides a credit for up to 5.4% resulting in an effective
FUTA rate of 0.6% as shown above.

2 Cal Am workpaper ALL_CHO05_OTAX_RO, tab “WS1” shows $4,583,094 recorded 2015 ad valorem;
Cal Am’s calculation on tab “INP_Ad Valorem” uses $5,590,403 for tax paid in 2015.

% Cal Am’s response to Data Request ORA MC8-004, Q.1.
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Cal Am’s TY 2018 FUTA forecast also includes a company penalty fee of $84 per

employee (“FUTA penalty”).z—7 Ca Am explains the penalty isthe result of areduction

in the 5.4% FUTA credit due to California’s “unpaid federal loans” related to the

California State Unemployment Insurance fund being depl eted 2 In addition, Cal Am
attempted to provide evidence suggesting the FUTA penalty fee should be increased to
$105 per year.@

However, the Commission should completely remove the FUTA penalty fee from
Cal Am’s payroll tax forecast due to the recent forecast from the EDD showing that
Cdliforniais on schedule to have repaid its federal loans by 2018:

“The FUTA tax credit reduction for 2015 was 1.5 percent, and is forecast to be 1.8

percent in 2016, 2.1 percent in 2017, and no reduction isforecast in 2018 as

California will have no outstanding loan balance.”®
Because no FUTA credit reduction isforecast for TY 2018, California businesses,
including Cal Am, will no longer be subject to the FUTA penalty. Therefore, the
Commission should remove any FUTA penalty amount from Cal Am’s Payroll Tax

expense forecast. The impact of adopting this recommendation reduces Payroll Tax

FUTA expense by approximately $25,200in TY 20183
3. Franchise Fees

Ca Am collects the majority of its Franchise Tax fees through separate surcharges
on customer bills, and not within rates. According to Cal Am, “This is the process for all

of California American Water’s districts across the State, with the exception of

Z cal Am workpaper “ALL_CH04 O&M_WP_ Labor, tab “INP- Labor Benefits”, cell BE56.
2 Cal Am’s response to Data Request ORA MC8-004, Q.4.a.
2 Cal Am’s response to Data Request ORA MC8-004, Q.4.b.

2 EDD. OCTOBER 2016 UNEM PLOYMENT INSURANCE (Ul) FUND FORECAST, p. 1.
Http://www.edd.ca.gov/About_EDD/pdf/edduiforecastoct16.pdf. Oct. 2016. Web. 27 Dec. 2016.

& 300 employees * $84 per employee = $25,200.
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Sacramento, Toro, and Garrapata.”g However, Cal Am’s workpapers include a TY 2018
forecast for $7,683 in Franchise Fees for the Larkfield district.g’ During the discovery
phase of this proceeding Cal Am agreed the Larkfield forecast should be adjusted to

remove $7,683 from TY 2018.3—4 As aresult, the Commission should remove $7,683

from the Larkfield Franchise Fees forecast.
D. CONCLUSION

The Commission should adopt ORA’s recommendations for Cal Am’s TY 2018
Taxes Other Than Income contained herein. Any additional differences between Cal
Am’s and ORA’s recommended Taxes Other Than Income expense for TY 2018 are

mainly due to differing forecasts for payroll and taxable plant.

£ Direct Testimony of Jeffrey Linam, p. 14.
3 cal Am workpaper ALL_CHO05_OTAX_RO, tab “Summary of Costs- Detail WS9-C”, cell Q177.
# Ccal Am’s response to Data Request ORA MC8-010, Q.5.
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1. RETURN ON GENERAL OFFICE RATE BASE

A. INTRODUCTION

This chapter presents ORA’s analysis and resulting recommendations for Cal
Am’s Return on General Office (“GO”) Rate Base forecast by Cal Am to be recovered
from Californiaratepayersin proceeding A.16-07-002. This proceeding will set rates
beginning in Test Year (“TY”) 2018; therefore, ORA’s recommendations focus on
adjustments to Cal Am’s TY 2018 forecast. In order to formulate its recommendations,
ORA made informational discovery requests from Cal Am, scrutinized Cal Am written
testimony and workpapers, researched past Cal Am Settlement Agreements and
Commission Decisions, and consulted various outside sources. The remainder of this
report presents a summary of ORA’s recommendations for Cal Am’s TY 2018 followed

by adiscussion section detailing each of ORA’s recommendations.
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B. SUMMARY OF RECOMMENDATIONS

1. Reduce Cal Am GO plant by amounts that exceed the
cap set by the Commission for the Business

Transformation Project.

2. Update Cal Am’s Service Company I T-related plant
allocation percentage to account for new customers
from recent acquisitions by American Water
subsidiaries.

3. Reduce Cal Am’s pre-tax cost of capital rate from
12.38% t0 9.94% to reflect new federal income tax rate
for TY 2018.

C. DISCUSSION

Cal Am’s forecast for TY 2018 weighted average GO Rate Base includes
traditional GO-related plant items such as office equipment, in addition to an allocation
for Cal Am’s share of an IT-related project from Cal Am’s parent company, American
Water Works Company (“Service Company”). For ratemaking purposes, Cal Am first
calculates a weighted average GO Rate Base amount for TY 2018, and then multiplies
the GO Rate Base amount by a pre-tax cost of capital ratio of 12.38% to arrive at atotal
Return on GO Rate Base dollar amount. Cal Am’s pre-tax cost of capital ratio is used to
convert aforecasted rate base amount into an equivalent expense dollar amount that
allows Cal Am an opportunity to earn its authorized return on rate base. Cal Am then
allocates a portion of the total Return on GO Rate Base dollar amount to each district as

an expense line item on the Summary of Earnings, based on each district’s percentage of

total Cal Am cus;tomers.?’—5

% Cal Am workpaper ALL_CHO09_RB_RO, tab “OUT_ CGO_ Return on Rate Base”.
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For Test Y ear 2018, Cal Am forecasts $20,761,007 weighted average rate base,

resulting in a pre-tax cost of capital total GO Return on Rate Base of $2,570,213.$
However, for TY 2018, the Commission should adopt a $16,937,813 weighted average
rate base with a GO Return on Rate Base of $1,683,619, which is $886,594 |ess than Cal
Am’s forecast.

The difference between Cal Am’s and ORA’s recommended GO Return on Rate
Base is the result of updated funding levels for Service Company’s Business
Transformation Project, ORA’s recommended increase in the allocation of Service
Company plant to American Water’s subsidiaries, and an adjustment to Cal Am’s pre-tax

cost of capital rate to reflect the forthcoming 2018 corporate federal income tax rate

37
decrease.™

1 Business Transfor mation Project Adjustments

In A.10-07-007, Cal Am requested funding for its portion of parent company
American Water’s implementation of Enterprise Resource Planning integrated software
package SAP. Inthat case, the amount the Commission allowed Cal Am for funding
American Water’s SAP implementation was $14,181,000. This project is commonly
referred to as the Business Transformation Project (“BT Project”). In the resulting GRC
Decision, D.12-06-016, the Commission provided that “Total recovery for the business
transformation project will be capped at $14 million, reduced by 5.3% in recognition of

the benefits of the business transformation project that inure to the parent company’s

unregulated affiliates.”> As aresult, the total Commission-authorized amount related to
Business Transformation as stated in D.12-06-016 was $13,258,000.

During Cal Am’s following GRC A.13-07-002 for Test Y ear 2015, Cal Am sought
additional capital funding for the BT Project allocation which would have brought the
authorized total up to $17,831,200, an increase of $4,573,200 over the Commission’s

2 |pid.
1 See ORA’s Chapter on Income Taxes.
% D.12-06-016, p. 64
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previously authorized project cap stated in D.12-06-016. Cal Am’s $4,573,200 requested
increase included $1,269,500 to account for the increase in California’s total regulated

customer percentage allocation from 5.06% to 5.51% resulting from American Water

selling two regulated subsidiaries >
A.13-07-002 ultimately resulted in a Settlement Agreement between ORA and
Ca Am where Cal Am was authorized to include its requested BT Project increase of
$4,573,200 in rates.
a) Reduce Cal Am’s 2014 and 2015 1T

I nvestment amountsrelated to BT Project
Ccost overruns.

In the current proceeding, Cal Am forecasts a Return on GO Rate Base amount for
TY 2018 that includes Information Technology Investment (“IT Investment”) amounts
spent in 2014 and 2015 for the BT Project that are substantially greater than IT
Investment amounts approved and agreed to in previous GRCs. In addition to the
$4,573,200 BT Project adjustment, further adopted 2014 and 2015 IT Investment plant
addition amounts are $414,000 and $634,800, respectivel y.4—0 However, Cal Am’s
recorded IT Investment was $1,869,468 in 2014 and $2,243,964 in 2015,ﬂ with a net
increase over the authorized IT Investment amount of $3,064,632. This increase of
$3,064,632 for IT Investment is also in addition to the $4,573,200 separately adopted for
the BT Project adjustment in the last GRC.

Ca Am admitsthat these additional 1T Investment cost overruns of $3,064,632 are

“largely the result of increased go-live stabilization costs for new I T systems related to

the Business Transformation project.”A'—2 In order to justify recovery for these additional

% A.13-07-002, Direct Testimony of Jeffrey M. Dana, p. 17.
4 A .16-07-002, Direct Testi mony of Schubert, p. 30.

4 |bid.

£ |bid.
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amounts, Cal Am attempts to frame the BT Project cost increases as “new IT systems”ﬁ

or “new costs that became apparent only after the Commission reviewed the requests in

the previous Californiarate case”® The Commission should disregard Cal Am’s claims
because these IT Investment cost overruns are directly related to the implementation of
the BT Project and in D.12-06-016 the Commission put a clear capped amount on Cal
Am’srecovery of BT Project costs.

As mentioned above, D.12-06-016 examined Cal Am’s request for additional

recovery for the BT Project and capped total recovery for the project at $13,258,OOO.4—5

In D.12-06-016 the Commission explained how Cal Am’s estimate of American Water’s
total BT Project original cost estimate increased from $280 million to $317 million, with
Cal Am’s allocation increasing proportionately. The Commission also described that Cal

Am’s position on how the BT Project costs should be recovered had “evolved over the

course of the proceeding."4—6 The Commission ultimately dismissed Cal Am’s requested

increase for total project coststo $317 million by basing the cap on the original $280

million with Cal Am’s portion set at $14 million.2’ As mentioned above, the result of the
Settlement Agreement in Cal Am’s previous GRC increased the authorized amount for
the BT Project by $4,573,200. No additional BT Project costs have been authorized and
the Commission should reject Cal Am’s latest request for additional funds.

Contrary to Cal Am’s assertion, the Commission has already considered the
possibility of BT Project cost overruns and emphasized Cal Am’s management’s

responsibility:

£ |bid.

2 bid.

2 Commission rounded down to $14 million, reduced by 5.3% for unregul ated affiliate usage.
% D.12-06-0186, p. 60.

41 D.12-06-016, p. 64.
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“As with most estimates in a general rate case, if Cal Am realizes greater savings

than those identified, Cal Am retainsthe savings. |f project costs exceed the

amount authorized, Cal Am abs;orbsthem.”ll—8

The Commission should remove the $3,064,632 combined 2014 and 2015 BT
Project cost overruns from the I'T Investment forecast for TY 2018 Return on GO Rate
Base because ratepayers should not bear the burden of Cal Am’s management’s
responsibility. In accordance with D.12-06-016, BT Project costs have exceeded the
amount authorized by $3,064,632; therefore Cal Am should absorb the excess costs.

b) Decrease Cal Am’s allocation of BT Project

and I T-related Costs dueto subsidiary
acquisitionsin Pennsylvania and New Jersey.

In the current proceeding, Cal Am forecasts a Return on GO Rate Base amount for
TY 2018, the mgjority of which is derived from the portion of I T-related plant allocated
from the Service Company to Cal Am. In Cal Am’s previous GRC, Cal Am witness Jeff
Dana requested $1.26 million based on an allocation increase from 5.06% to 5.51% of

Service Company costs related to the BT Proj ect.@ According to the testimony of Jeff
Dana, the reason for the requested percentage increase over the 5.06% used in the
previous GRC was that:
“The allocation is done based on the estimated customer numbers. With the sale
of certain subsidiaries like Arizona American Water and New Mexico American
Water from the American Water system, the allocation to the remaining states has
increased.”
Based on recent acquisitions made by American Water subsidiaries, Pennsylvania

American Water and New-Jersey American Water, Cal Am’s regulated customer count

% D.12-06-016, p. 63.
4 A.13-07-002, Direct Testimony of Jeffrey M. Dana, p. 16.
20 A.13-07-002, Direct Testimony of Jeffrey M. Dana, p. 17.
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1 hasnow decreased as a proportion of total American Water customers. The table below
2  details American Water’s recently announced or completed acquisitions.
Table 3-1. American Water Works’ Acquisitions Since Y ear-End 2015

# additional acquisition
System State customers close date
IMcKeesport Waste Water PA 22,000 2017
Sewer Authority of the City of Scranton, Pennsylvania PA 31,000 2016
Total Pennsylvania American Water additions 53,000
Shorelands Water Company NJ 11,000 2016
Environmental Disposal Corporation (EDC) NJ 5,300 2016
|Roxiticus Water Company NJ 100 2016
Total New Jersey American Water additions 16,400
Adams Ranch Mutual Water Company CA 176 2016
Geyserville CA 318 2016
Meadowbrook CA 1,650 2016
Total Cal Am additions 2,144
'Announced

Following Cal Am’s logic from A.13-07-002, the Service Company allocation to
Ca Am for BT-project and I T-related plant should now decrease accordingly for TY
2018, based on an updated estimated number of customers.

Estimated Number of Customers

N oo o1~ W

Cal Am provided the following table showing its 2015 year-end customer count:2

2L cal Am’s response to Data Request ORA-MC8-006, Q.5. Attachment 1.
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Table 3-2. American Water Works’ 2015 year-end Number of Customers

less Dual  Adjusted Total % of totalj
COMPANY NAME WATER WASTEWATER TOTAL customeradj Customer Serv. Co.

INDIANA-AMERICAN 295,530 464 295,994 (440) 295,554 9.43%
IOWA-AMERICAN 62,958 62,958 - 62,958 2.01%
KENTUCKY-AMERICAN 128,374 600 128,974 (570) 128,404 4.10%
MARYLAND-AMERICAN 4,978 4,978 - 4,978 0.16%
CALIFORNIA-AMERICAN 172,280 2,662 174,942 (697) 174,245 5.56%
MICHIGAN-AMERICAN 3,533 3,533 - 3,533 0.11%
MISSOURI-AMERICAN 461,396 11,849 473,245 (10,521) 462,724 14.77%
NEW JERSEY-AMERICAN 619,602 40,978 660,580 (37,283) 623,297 19.89%
PENNSYLVANIA-AMERICAN 651,851 20,556 672,407 (18,889) 653,518 20.85%
ILLINOIS-AMERICAN 281,258 31,800 313,058 (29,696) 283,362 9.04%
TENNESSEE-AMERICAN 79,101 79,101 - 79,101 2.52%
VIRGINIA-AMERICAN 59,116 20,351 79,467 (19,333) 60,134 1.92%
WEST VIRGINIA-AMERICAN 167,991 1,046 169,037 (994) 168,043 5.36%
HAWAII-AMERICAN - 9,820 9,820 - 9,820 0.31%
NEW YORK-AMERICAN 124,186 411 124,597 (390) 124,207 3.96%
Total Regulated 3,112,154 140,537 [ 3,252,691 (118,813) 3,133,878 100.00%

As shown in the table above, Cal Am’s year-end 2015 calculation resultsin 5.56%

of total Service Company customer percentage for Cal Am.~ However, for TY 2018
forecasting, the Commission should disregard Cal Am’s calculation because it failsto
account for the new customers from recent acquisitions, and it incorrectly adjusts to

decrease customers at subsidiaries with customers that are both water and wastewater

customers >

For purposes of allocating Service Company costs, water and wastewater services
provided by subsidiaries should be counted as separate customers, even if the same
physical customer is receiving those services. The reason isthat providing an entire
additional service, such as wastewater, to customers already receiving water service
requires additional Service Company support costs. A recent American Water Works

press release alludes to the Service Company impact of Pennsylvania American Water’s

22 Cal Am’s response to Data Request ORA-MC8-003, Q.2. Attachment 1 shows that Cal Am uses 5.57%
to allocate Service Company IT-related plant to Cal Am.

33 Cal Am’s table above refers to water customers that are also wastewater customers as “dual customers”.
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acquisition of the Scranton Sewer Authority’s (“SSA”) assets, even though the SSA
customers were already served by Pennsylvania American Water.
“All of the approximately 80 SSA workers who operate the wastewater system
have been offered employment. The employees are represented by the Teamsters
Union, Local 229, who voted on Dec. 2, to ratify a new contract offered by
Pennsylvania American Water. The employees gain immediate access to the

training, development and career opportunitiesin any of the oper ations of

Pennsylvania American Water or its parent company.”5—4

Clearly, the addition of 80 new union employees, along with a newly acquired
wastewater system, will not have a zero dollar impact on Service Company costs.
Additional employees increase HR Services and Human Resources departments while the
additional wastewater service increases potential for calls to the Service Company’s
Customer Service Center business function. Furthermore, negotiating, financing and
getting approvals for the acquisition itself al require additional costs incurred at the
Service Company such asin the Legal, Finance, Investor Relations, External Affairs and
Regulatory departments. Asaresult, using Cal Am’s methodology skews Service
Company costs away from subsidiaries with many water/wastewater dual customers and
toward subsidiaries such as Cal Am with relatively few dual water/wastewater customers.

The Commission should adopt an estimated number of customers percentage
based on counting dual water/wastewater customers separately and including new
customers from American Water’s recent acquisitions. As shown in the table below, Cal

Am’s relative number of total American Water customers will decrease from 5.56% in

2016 to 5.33% in 20182

3 Web. 1/10/17 http://www.busi nesswire.com/news/home/20161229005256/en/Pennsyl vani a-A merican-
Woater-Closes-A cquisition-Scranton-Wastewater.

= Cal Am’s response to Data Request ORA MC8-003, Q. 2 uses 5.57% to allocate Service Company I T-
related plant in the current GRC to Cal Am.
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Table 3-3. Estimated TY 2018 Number of Customers

Acquisition % of total

Customers Adjusted Total Service

COMPANY NAME WATER WASTEWATER TOTAL  (Table 3-1}) Customer Co.

InDIANA-AMERICAN 295530 44 295994 295994  8.90%)
|OWA-AMERICAN 62,958 62,558 - 52,558 1.89%
ENTUCKY-AMERICAN 128,374 600 128,974 128,974 3.88%
IARYLAND=-AMERICAN 4978 4,978 - 4 978 0.15%
ALIFORNIA-AMERICAN 172,280 2,662 174,942 2,144 177,086 5.33%
ICHIGAN-AMERICAN 3.533 3,533 = 3,533 0.11%
IS5S0OURI-AMERICAN 461,355 11,849 473,245 473,245 14.24%
EW JERSEY-AMERICAN 619,602 40,978 &&0,580 16,400 676,980  20.36%
ENNSYLVANIA-AMERICAN 651,851 20,556 672,407 53,000 725407  21.82%
LLINOIS-AMERICAN 281,258 31,800 113,058 313,058 9.42%
ENMESSEE-AMERICAN 79,101 79,101 - 79,101 2.38%
IRGINIA-AMERICAN 59,116 20,351 79,467 79,467 2.39%
EST VIRGINIA-AMERICAN 167,991 1,048 169,037 169,037 5.08%
AWAN-AMERICAN - 8,820 8,820 - 9 820 0.30%:
NEW YORK-AMERICAN 124185 411 _ 124,597 124597 375%
otal Regulated 3,112,154 140,537 | 3,252,691 71,544 3,324,235 100.00%

Based on the table above, for TY 2018 the Commission should adopt a 5.33%
ratio to allocate BT Project-related (including shared I T-related) costs from Service
Company to Cal Am2 As discussed above, in Cal Am’s previous GRC, the company
requested, and the Commission adopted, an increase to BT Project costs from $14.1
million total project costs to approximately $15.4 million based solely on theincreasein
Cal Am customersto 5.51%.27 The table below shows the difference between Cal Am’s
BT Project (and shared I T-related Service Company) allocations and the BT Project and

I T-related all ocations resulting from adopting the 5.33% allocation.®

2 For 2015 customer count data, see Cal Am’s response to Data Request ORA MC8-006, Q.5.

57 $280 million total BT * 5.6% customers = $14.1 million, $280 million total BT * 5.51% customers =
$15.4 million. $15.4 million - $14.1 million = $1.3 million BT increasein last GRC due only to customer
% increase.

8 Cal Am’s response to Data Request ORA MC8-003, Q.2.
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Table 3-4. Adjustment to Cal Am’s TY 2018 GO Plant

Adjustment to Cal
Am's previous  Forecasted Forecasted Forecasted Total Adj.
GRC adjustment 2016 2017 2018 TY 2018
(in dollars)

BT Project/ITS- related (SAP) $15,450,456  $2,091,014 $2,088,680 $1,671,253

% allocated 5.51% 5.572% 5.572% 5.571%

Grossed up amount $280,407,550 $37,527,178 $37,485,291 $29,999,149

% with new acquisitions 5.33% 5.33% 5.33% 5.33%

Adjusted plant amount: $14,945,722  $2,000,199 $1,997,966 $1,598,955
(Adjustment/Difference) (5504,734) (590,816) ($90,714) (572,298) ($758,562)f

As shown in the table above, the difference between using 5.57% and 5.33% to
allocate Service Company BT Project and I T-related costs results in a $758,562 reduction
to Cal Am’s TY 2018 plant balance. This GO rate base reduction resultsin $93,910 less
Return on GO Rate Base forecasted in TY 2018 compared to Cal Am’s original

forecasted amount. >
2. Reduce Cal Am’s pre-tax Cost of Capital rateto
9.95%.

Cal Am’s calculation for forecasting its Return on GO Rate Base multiplies the
forecasted GO rate base amount by the pre-tax cost of capital rate of 12.38% to convert
the rate base return into an expense line item amount. For TY 2018, the Commission
should adopt a pre-tax cost of capital rate for Cal Am that takes into account the
forecasted 15% federal income tax rate as stated in ORA’s chapter on Income Taxes.

Asdetailed in ORA’s chapter on Income Taxes, the forecasted corporate federal
income tax ratefor TY 2018 is 15%. Because Cal Am’s pre-tax cost of capital rate of
12.38% is based on the 2016 income tax rate of 35%, the Commission should adopt an

2 $758,562 TY 2018 plant reduction *12.38% Cal Am’s pre-tax Cost of Capital = $93,910 less return on
rate base.
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1 updated 9.94% pre-tax cost of capital rate to reflect the new tax rate. The pre-tax cost of

2 capital rate of 9.94% for TY 2018 is established by the following cal culation:2
Table 3-5. Pre-Tax Cost of Capital Calculation w/ 15% FIT rate.

Additional Revenue $100.00 Additional Revenue 100]

State Income Tax (CCFT) $8.84 Total Tax Paid -$22.51

Taxable for Federal $91.16 After-Tax profit $77.49|

Federal Tax (15%) $13.67

Total Tax Paid $22.51 Pre-Tax Profit 100

Effective Tax Rate 22.51% Divide by after tax profit $77.49
Tax Gross Up Factor 1.29

Capital Weighted Tax Gross Up

Structure  Cost Factor (from abowve)
Equity 9.99% 53% 5.29% 1.29 6.82%
Debt 6.63% 47% 3.12% - 3.12%
8.41% Pre-Tax Cost of Capital: 9.94%

The difference between using Cal Am’s pre-tax cost of capital rate of 12.38%
and using 9.94% results in $506,569 less Return on GO rate base collected from
ratepayers, based on Cal Am’s unadjusted forecast of $20,761,007 GO rate base. Based
on ORA’s adjusted forecast of $16,937,813 GO rate base, the impact of using 9.94% pre-
tax cost of capital rate instead of 12.38% is reduced to $413,282 less Return on GO rate
base. The following table demonstrates the difference between Cal Am and ORA:

o N oo o1~ W

8 Calculation based on modifying the FIT rate to 15% on Cal Am’s response to Data Request ORA MC8-
009, Q. 2.a. Attachment.
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Table 3-6. Comparison of TY 2018 Return on GO Rate Base

Cal Am ORA
|Unadjusted Weighted $20,761,007 $20,761,007
Average Rate Base
Adjustment to Remove BT Project ($3,064,632)
ICost Overruns
|Customer Count Adjustment ($758,562)
Adjusted Weighted Avg.
|Rate Base $20,761,007 $16,937,813
|Pre-Tax Cost of Capital 12.38% 9.94%
TY 2018 Return on GO Rate Base $2,570,213

$1,683, 619|

D. CONCLUSION

For the reasons stated above, the Commission should adopt a 9.94% pre-tax cost

of capital rate for Cal Am, an allocation factor of 5.33% of Service Company BT Project-
related plant, and remove $3,064,632 from TY 2018 GO rate base for BT Project cost
overruns. These combined recommendations result in a Return on GO Rate Base amount
of $1,683,619 which is $886,594 less than Cal Am’s TY 2018 forecast.
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IV. SERVICE COMPANY ALLOCATION

A. INTRODUCTION

This report presents ORA’s analyses and recommendations regarding the
allocation of parent company American Water Works’ (“Service Company”) costs
forecasted by Cal Am to be recovered from Californiaratepayersin GRC A.16-07-002.
Cal Am’s parent company is headquartered in VVoorhees, New Jersey and provides

numerous corporate-level General Office (“GQO”) services to its various subsidiaries,

including Cal AmE The Service Company costs also include the Belleville, Illinois
Laboratory(“Central Lab) and Customer Service Centers (“CSC”) located in Alton,
Illinois, and Pensacola, Florida

Cal Am provides water or wastewater services to nine districtsin California. For

ratemaking purposes, each district’s Summary of Earnings workpaper receives an

alocation of the total Service Company costs.® Onceatota Service Company amount
isforecast, Cal Am uses a ratio based on each Cal Am district’s percent of total Cal Am
customersto allocate the total Service Company cost to each Cal Am district. For
example, if the Los Angeles County district has 15.84% of Cal Am customers, Cal Am
allocates 15.84% of the total Service Company alocation to the Los Angeles County
district.

ORA analyzed Cal Am’s workpapers and information provided by Cal Am
through the discovery process, conducted research from outside sources, and reviewed
past Commission proceedingsin order to formulate its recommendations. The remainder
of thisreport contains a summary of recommendations and a general discussion section

that is followed by a detailed discussion for each recommendation.

& American Water Works isin the process of relocating to Camden, New Jersey.

& cal Am’s local GO activities are supported by the California Corporate General Office headquartered
in Coronado, California. See Testimony of ORA witness Julia Ende for details.

33



A WDN

0 N o O

10
11

12
13

14
15

16

17

18
19
20
21
22
23

24

B. SUMMARY OF RECOMMENDATIONS

1.

The allocation to Cal Am of Service Company costs
should be based on the three-year average of recorded

alocation factors.

The Commission should adopt aTY 2018 Service
Company labor forecast based on recorded 2015
payroll expense data increased for expected labor

inflation.

The Commission should adopt ORA’s adjustments to
Cal Am’s forecasted Employee Incentive plans for the

Service Company.

The Commission should remove all costs related to the

Business Development function.

The Commission should remove ratepayer funding for

charitable donations at the Service Company level.

C. DISCUSSION

Cal Am’s parent, Service Company, provides various corporate servicesfor Cal
Am aswell asthe Service Company’s other regulated and market-based subsidiaries.
The services provided are organized into twenty Business Functions (“Business
Functions™), examples of which include Corporate Finance, Legal, Customer Service
Center, IT, Investor Relations, Central Lab and others. The table below shows the twenty

Service Company Business Functions and the corresponding TY 2018 dollar amounts

alocated by Cal Am for the Service Company expense:g’

8 Source: Ca Am response to Data Request M C8-002, g.4.
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Table 4-1. Cal Am’s Service Company Forecast by Business Function

| 2018
Labor
Labor Related Other Total
Business Development $145,564 $22,049 $40,573 $208,185
Central Lab 246,218 68,664 140,633 $455,515
Corp Admin 0 18,228 1,277,539 $1,295,766
Customer Service Center (CSC) 1,666,366 722,370 589,251 $2,977,987
Engineering 40,897 10,273 9,514 S60,684
External Affairs Communication 292,384 60,618 187,677 $540,679
Facilities 6,252 1,333 333,522 $341,107
Finance 1,497,318 356,918 272,519 $2,126,756
Government_Affairs 12,090 1,340 13,631 $27,061
Health & Safety 46,253 10,414 9,772 $66,440
HR Services 111,842 33,394 23,461 $168,697
Human Resources 472,369 103,351 196,146 $771,866
Information Technology Services (ITS) 1,071,848 252,724 1,049,571 $2,374,143
Innov & Env Stewardship 71,148 18,206 (17,720) $71,634
Investor Relations 13,861 2,062 16,623 $32,547
Legal 215,675 33,917 96,125 $345,717
Physical & Cyber Security 69,969 20,074 63,028 $153,071
Regulated Ops 394,267 31,718 64,386 $490,370
Regulatory Policy 34,313 7,230 16,468 $58,011
Supply Chain 86,340 25,381 25,986 $137,707
Total $6,494,975 $1,800,266 $4,408,704 $12,703,945

As shown in the table above, Cal Am forecasts $12,703,945 for its total Service
Company allocationin TY 20182 cal Am’s workpapers show the Test Y ear 2018
Service Company forecast begins with a 2016 Service Company budgeted amount and

applies Composite inflation factors of 2.78% and 3.24% to reach 2018.@3 According to
Ca Am, the 2016 Cal Am budget amount started with the total Service Company 2016

budget amount for each Business Function and then determined Cal Am’s share of each

% Table Source: Cal Am’s response to Data Request ORA MC8-002, Q.4.a., tab “2018”.

& Cal Am workpaper ALL_CH04 O&M_RO_Service Co, tab “IN_ CAW Specific Adj”. Note: Cal Am
inflates Pension and Group Medical Insurance expenseto TY 2018 using other specific inflation factors.
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Business Function by “taking the latest recorded percentage allotment by function, which

was 2015."% As aresult, Cal Am’s TY 2018 forecast for Service Company is based
heavily on the results of the 2015 cost allocation process at the Service Company.
Ca Am explains the Service Company cost allocation process is a combination
of direct charges and metrics:
“Costs are either directly charged to the Company [Cal Am] based on work
performed, or allocated based on aformula. The formulais based on one or more

factors such as employees, net plant, revenues, or the number of customers of each

operating company at the end of the preceding year.”g

For example, Ca Am may be alocated a larger percentage of the Central Lab
Business Function than a subsidiary in a state that requires less water testing than
California, because Service Company directly charges subsidiaries for testing done at the
Central Lab. Thefollowing year, subsidiariesin other states could increase water testing
and then Cal Am’ allocated percentage of the Central Lab would decrease.

In A.16-07-002, Cal Amrequestsa TY 2018 Service Company expense allocation
total of $12,703,945, which isa 2.5% increase over the amount “recorded” by Cal Amin
2015 for Service Company expense. It is important to note that Cal Am’s “recorded”
Service Company amounts are derived from the internal Service Company allocation
process mentioned above and are not amounts adopted by the Commission. Cal Am’s
previously adopted TY 2015 Service Company expense amount was $11,600,000 making

Cal Am’s current TY 2018 request a 9.52% increase from the previously Commission

authorized amount.@
ORA'’s methodology forecasts atotal 2018 Service Company amount for each
Business Function, based on applying inflation factors to Cal Am’s 2016 forecasts, with

separate adjustments to Service Company labor, employee bonuses, External Affairs, and

% Direct Testimony of Todd Pray, p. 20.
& Direct Testimony of Todd Pray, p. 19.
8 A.13-07-002, Settlement Agreement, Sec. 9.0, p. 67. Adopted by D.15-07-004.
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the Business Devel opment function. ORA then allocates percentages of each of the TY

2018 Business Functions amounts to Cal Am based on the three-year average recorded

alocation percentages. As seen on the table below, ORA recommends the Commission
adopt aTY 2018 Service Company expense for Cal Am of $10,671,436, whichis

$2,032,509 less than Cal Am’s forecast. ORA’s recommendation is an approximate 8%

decrease from the TY 2015 amount previously authorized by the Commission.
Table4-2. ORA’s TY 2018 Service Company Forecast by Business Function

Labor
Labor Related Other Total
Business Development o) S0 SO SO
Central Lab $169,469 $57,041 $116,826 $343,336|
Corp Admin SO $17,718  $1,241,778 $1,259,495
Customer Service Center (CSC) $1,595,607 $679,216 $554,047 $2,828,870|
Engineering $38,536 $11,599 $10,742 $60,877
External Affairs Communication $214,416 $59,059 $177,180 $450,654
Facilities $4,867 $1,275 $318,771 $324,913
Finance $1,017,053 $329,183 $251,342 $1,597,578
Government_Affairs $4,937 $1,324 $13,465 $19,726
Health & Safety $32,820 $9,270 $8,698 $50,787
HR Services $76,443 $34,522 $24,253 $135,218
Human Resources $331,341 $100,799 $191,301 $623,441
Information Technology Services (ITS) $829,598 $251,086  $1,042,761 $2,123,444
Innov & Env Stewardship $77,798 $19,342 -$18,825 578,314
Investor Relations $10,458 $3,226 $26,002 $39,686
Legal $132,149 $31,282 $88,654 $252,085
Physical & Cyber Security $45,662 $21,420 $67,254 $134,337
Regulated Ops $122,517 $18,189 $36,924 $177,630
Regulatory Policy $24,310 $7,263 $16,544 $48,117
Supply Chain $72,117 $25,107 $25,704 $122,928
Total $4,800,099 $1,677,919  $4,193,419 $10,671,436

1 Three-Year Average Business Function Percentage
Allocation Factors

Cal Am’s TY 2018 forecasted $12,703,945 Service Company (“SC”) expense
begins with the total Service Company 2016 budgeted amount for each of the twenty

Business Functions, and then a percentage of each of the twenty Business Functionsis
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alocated to Cal Am (using the same percentages recorded in 2015) to arrive at Cal Am’s
2016 estimated amount. Cal Am then adds inflation factors to the 2016 estimated amount

toreachthe TY 2018 forecast@

As mentioned above, Cal Am’s allocated percentage of each SC Business

Function estimated for 2016 is made using the same percentages recorded to Cal Amin
year 2015. For example, in 2015 Cal Am recorded being allocated 6.47% of the total SC
Finance Business Function, so to estimate 2016 Cal Am simply allocates 6.47% of the

total Service Company 2016 budget for the Finance function.2 The table below

demonstrates how Cal Am’s 2016 estimate was directly derived from the recorded 2015

alocation percentages.7—l

Table4-3. Cal Am’s 2015 and 2016 Allocation % of Total Service Company

| Cal Am 2015 Recorded Cal AM 2016 Estimate
2015 Total 2015 % 2016 Total 2016 %

Service Company Cal Am total SC | Service Company Cal Am total SC
Business Development $5,589,073 $168,589 3.02% $6,538,012 $197,213 3.02%
Central Lab $2,629,122 $514,008  19.55% $2,204,272 $430,948  19.55%
Corp Admin $4,902,675  $252,445  5.15% $23,715,735 $1,221,153  5.15%
Customer Service Center (CSC) $43,434,885 $2,997,451 6.90% $41,286,848 $2,849,214 6.90%
Engineering $2,093,184 $66,487 3.18% $1,810,292 $57,502 3.18%
External Affairs Communication $6,202,295  $490,350 7.91% $6,510,207  $514,693 7.91%
Facilities $5,504,264 $353,923 6.43% $4,998,216 $321,384 6.43%
Finance $31,292,101 $2,025,872 6.47% $31,029,139 $2,008,848 6.47%
Government_Affairs $585,444 $28,865 4.93% $515,952 $25,438 4.93%
Health & Safety $1,314,025 $70,541 5.37% $1,191,139 $63,944 5.37%
HR Services $2,872,162 $139,132 4.84% $3,284,893 $159,126 4.84%
Human Resources $15,156,959  $670,755 4.43% $16,427,373  $726,976 4.43%
Information Technology Services (ITS) $64,027,652 $3,427,456 5.35% $41,842,227 $2,239,851 5.35%
Innov & Env Stewardship $2,269,649 $94,329 4.16% $1,646,756 $68,441 4.16%
Investor Relations $1,366,510 $25,539 1.87% $1,640,854 $30,666 1.87%
Legal $9,852,631 $359,348 3.65% $8,972,004 $327,230 3.65%
Physical & Cyber Security $1,744,175 $86,252 4.95% $2,907,603 $143,786 4.95%
Regulated Ops $9,405,025 $445,016 4.73% $9,895,929 $468,244 4.73%
Regulatory Policy $947,228 $52,105 5.50% $1,004,316 $55,245 5.50%
Supply Chain $2,385,656 $127,605 5.35% $2,435,435 $130,268 5.35%
Total $213,574,717 $12,396,069 $209,857,201 $12,040,169

& cal Am workpaper ALL_CH04_O&M_RO_Service Co, tab “IN_CAW Specific Adj”
L cal Am’s response to Data Request ORA MCB8-002, Q.4.a. Attachment 1, tabs 2015 and 2016.

2 bid.
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Ca Am basesits TY 2018 forecast on inflating the 2016 estimated amounts seen

above, meaning Cal Am’s TY 2018 Service Company forecast is based on the one-year

sample of 2015 recorded allocation percentages. However, Cal Am’s historic allocation

percentages show that the recorded allocation percentages vary from year-to-year.

Therefore, adopting the three-year recorded average of allocation percentages for each

Business Function is a more accurate way to build the TY 2018 Service Company

forecast.

The table below shows Service Company’s twenty Business Functions along with
the percentage allocation factors recorded by Cal Am in 2013-2015 (and forecasted in

2016) as compared to the three-year 2013-2015 recorded average.7—2

Table 4-4. Recorded 2013-2015 Cal Am Allocated % of Total Service Company

2013 2014 2015 2016 2013-2015
Recorded Recorded Recorded Forecast Average
% of % of % of % of % of
Total SC Total SC Total SC Total SC Total SC

Business Development 2.56% 1.90% 3.02% 3.02% 2.49%
Central Lab 13.56% 15.62% 19.55% 19.55% 16.24%
Corp Admin 4.83% 5.03% 5.15% 5.15% 5.00%
Customer Service Center (CSC) 5.39% 7.17% 6.90% 6.90% 6.49%
Engineering 4.34% 3.25% 3.18% 3.18% 3.59%
External Affairs Communication 7.66% 7.54% 7.91% 7.91% 7.70%
Facilities 6.20% 5.81% 6.43% 6.43% 6.15%
Finance 5.98% 5.46% 6.47% 6.47% 5.97%
Government_Affairs 4.77% 4.91% 4.93% 4.93% 4.87%
Health & Safety 3.94% 5.03% 5.37% 5.37% 4.78%
HR Services 5.32% 4.86% 4.84% 4.84% 5.01%
Human Resources 4.32% 4.21% 4.43% 4.43% 4.32%
Information Technology Services (ITS) 5.26% 5.35% 5.35% 5.35% 5.32%
Innov & Env Stewardship 4.45% 4.64% 4.16% 4.16% 4.42%
Investor Relations 5.17% 1.73% 1.87% 1.87% 2.92%
Legal 3.11% 3.33% 3.65% 3.65% 3.36%
Physical & Cyber Security 5.46% 5.42% 4.95% 4.95% 5.28%
Regulated Ops 1.66% 1.75% 4.73% 4.73% 2.71%
Regulatory Policy 5.70% 5.38% 5.50% 5.50% 5.53%
Supply Chain 5.13% 5.40% 5.35% 5.35% 5.29%

2 Ccal Am’s response to Data Request ORA MC8-002, Q.4.a. Attachment 1, tabs 2013-2016.
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As the table above shows, allocation percentages to Cal Am tend to fluctuate year-
over-year. For example, in 2013 and 2014, Cal Am recorded just 1.66% and 1.75% of
the total Service Company Regulated Ops Business Function, respectively. In 2015, this
percentage dramatically increased to 4.73%. Cal Am’s forecasting methodology
ultimately basesits TY 2018 Regulated Ops amount on the 4.73% of total Regulated Ops
allocated to Cal Amin 2015. Theresult isthat Cal Am’s forecast for TY 2018 Regulated
Opsis4.73% of the total Regulated Ops, even though the 2013 and 2014 recorded
allocation percentages for Regulated Ops were 1.66% and 1.75%, respectively.

A review of Table 4-4 above confirms that Regulated Opsis not an isolated case;
instead the table demonstrates the majority of Business Function allocation percentages
exhibit no clear trend. Indeed, most Business Functions exhibit variable increasesin one
year and decreases in the next, or vice versa. While this detail is not surprising, it does
underscore the need for the Commission to smooth out fluctuations by adopting the three-
year recorded average allocation percentages.

Adopting three-year average Service Company percentage allocation factors also
has the effect of accounting for the dynamic nature of American Water’s recent
subsidiary acquisitions. As further discussed in the Business Development section
below, American Water has recently announced a number of acquisitions by
Pennsylvania American Water and New Jersey American Water. As American Water’s
CEO Susan Story told investors in the second quarter earnings call:

“We had excellent growth during the first half of 2016. We have added

approximately 7,600 new customers from closed acquisitions and 5,300 customers

from organic growth. We have agreements in place, pending regulatory approval,
which would add 47,800 more customers that include both the previously
announced Scranton Sewer Authority, which added 31,000 wastewater customers

aswell as our recently announced acquisition of Shorelands Water Company

adding more than 11,000 water customers in New Jersey.”B

B Weh. 27 December 2016 http://seekingal pha.com/arti cle/3995888-ameri can-water-works-awk-ceo-
susan-story-g2-2016-resul ts-earnings-cal I -transcri pt 7page=2.
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In addition to the regulated subsidiary acquisitions mentioned above, between 2013
and 2015 American Water Works’ non-regulated subsidiary American Water Enterprises
(“AWE”) entered into three long-term military base contracts to own, operate, and

maintain the water and the wastewater systems at Vandenberg Air Force Base, CA,
Picatinny Arsenal, NJ, and Hill Air Force Basein Utah.7—4 AWE'’s Military Services
Group performs AWE’s military contracts. The table below shows how these three new
contracts resulted in a 23.96% increase in the number of customers served by the Military
Services Group:7—5

Table 4-5. 2013-2015 Customer Growth in AWE’s Military Services Group

Contract Served Location  Customers.
Vandenberg Air Force Base® CA 12, 0008
Picatinny Arsenal™ NJ 6,011
Hill Air Force Base* uT 26,665
Additional Customers: {a) 50,676
Fort AP Hill VA 198
Fort Belvoir WA 29,577
Fort Hood T 54,2500
Fort Leavenworth KS 12,934
Fort Meade MD 45,
Fort Polk LA 20,000
Fort Rucker AL 15,7
Fort Sill OK 23,000
Scott AFB IL &, 800
Previous Customer Total: {b) 211,459
% increase in customers 2013-2015 (a)/(b) 23.96%
*New Contractsince 2013

4 \Web. Retrieved 1/13/07. <http://pr.amwater.com/PressRel eases/rel easedetail .cfm?Rel easel D=933259,
< http://pr.amwater.com/PressRel eases/rel easedetail .cfm?Rel easel D=868372>,
<http://pr.amwater.com/PressRel eases/rel easedetail .cfm?Rel easel D=818439>

5 Number of Customer data obtained on American Water Works 2015 Military Base Water Quality
Reports, see Attachment 2. Except Vandenberg AFB: Web. Retrieved January 17, 2017.
<http://www.spl .usace.army.mil/Media/News-Stories/Article/477124/building-big-for-water-at-
vandenberg/
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As seen in table 4-5, between 2013 and 2015, customers served by AWE increased by
50,676, or 23.96%. However, Service Company budget variance reports from 2013-2015

show the percent of total Service Company Operating Expenses (“OPEX?”) allocated to

AWE actually decreased during thistime period.7—6 Furthermore, over the sametime

period, Cal Am’s allocated percent of total Service Company OPEX increased from 5.3%

to 5.8%, despite having only aminimal increasein customers 2 The table below

illustrates the percent of total Service Company OPEX allocated to AWE and Cal Am

between 2013 and 2015 when AWE’s number of customers increased by 23.96 %.
Table 4-6. AWE and Cal Am % of Service Company OPEX Allocated

% of Service Co. Allocated 2013-2015

6.00%

4.50%
4.00%
3.50%
3.00%
2.50%

2.00%
2013 2014 2015

—Cal Am AWE

8 Ccal Am’s response to Data Request ORA MC8-002, Q-2.a. See Attachment 3.

I cal Am workpapers CHO3_REV_RO, tab “Recorded Data” (for each district) show a combined 0.49%
customer count increase from 2013-2015.
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Although Cal Am declined to forecast any Service Company economies of scale

benefits from the recent acquisitions,E adopting allocation percentages based on a three-
year average instead of using asingle year to forecast TY 2018 will help smooth out the
changing nature of regulated and AWE military subsidiaries’ use of the Service
Company. Consequently, the Commission should adopt the 2013-2015 three-year
average allocation percentages shown in the table 4-4 above in order to forecast Cal Am’s

TY 2018 Service Company Business Functions.
2. Service Company L abor

In A.16-07-002 Cal Am’s workpaper forecasts $6,494,975 for an allocation of

Service Company Labor expensein TY 20182 However, this amount also includes
forecasts for employee bonuses referred to as the Service Company Annual Incentive
Plan (“AlIP) and Employee Stock Options. Through discovery, ORA was able to isolate
forecasted actual payroll labor from the employee bonuses to find that Cal Am’s TY 2018
payroll labor forecast is $5,333,586, while AIP and Employee Stock Options account for

$1,161,390 of Cal Am’s total $6,494,975 Service Company labor forecast.& The
remainder of this section will focus on Cal Am’s actual payroll labor forecast of
$5,333,586 for Service Company, while AlP and Employee Stock Options will be

discussed in next section.

The Commission should adopt a Service Company payroll labor amount of
$4,441,216 for TY 2018, which is $892,370 less than Cal Am’s $5,333,586 forecast. The
difference between the two forecasts is mainly the result of ORA’s use of the three-year
average Service Company Business Function allocation percentages previously
discussed, and ORA’s use of recorded 2015 labor as a base year to begin its labor

forecast. In addition, ORA recommends using the latest Commission labor inflation

% Cal Am’s response to Data Request ORA MC8-008, Q.1.
2 Cal Amworkpaper ALL_CH04 O&M_RO_Service Co, tab WS9, cell Q25. Also see Table 4-1 above.

8 cal Am’s response to Data Request MC8-013, g.1. Attachment, tab “2016-CA ONLY”, cells E131-
J131 contain 2016 amounts when escalated by 2.78% and 3.24% equal $5,333,586 |abor and $1,161,390
AlP.
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factors as published monthly by the Commission’s ORA Water and Energy Cost of
Service (“ECOS”) branches.

Cal Am begins the Service Company labor forecast with a 2016 total Service
Company budget amount for each Business Function and then allocates the same
percentage of each Business Function to Cal Am that was recorded as allocated in 2015.
Cal Am then compounds the resulting 2016 Cal Am labor budget estimate of $5,026,465
by 2.78% and 3.24% for 2017 and 2018 labor inflation, respectively, to arrive at the TY

2018 amount $5,333,586.& The result of Cal Am’s forecast is an 8.2% increase for

Service Company labor in TY 2018 above its stated recorded 2015 Iabor.8—2

Cal Am’s methodology is inappropriate because it is allocated based on asingle
year’s sample of allocation factors, uses an estimated 2016 amount as a base year amount
instead of recorded payroll data, and ignores Commission-published labor escalation

factors. The table below demonstrates Cal Am’s methodology.

& 1bid.

8 cal Am’s response to Data Request ORA MCB8-013, g.1. Attachment, tab “2015-CA ONLY™, cells
E131-H131 sum to $4,929,309 payroll labor 8.2% increase is $5,333,586. Note: Uses Cal Am’s 2015
alocation factors only.
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Table 4-7. Cal Am’s TY 2018 Service Company Labor Methodology

2016 2017 2018 Cal Am
(Estimate) (Forecast) (Forecast) TY 2018

Total Serv. |Non-labor |Non-labor |2015 Serv. Co.

Co. Payroll [inflation inflation allocation [labor

Labor rate 2.78% |rate 3.24% |factors allocation
Business Development $3,006,014 $3,089,581 $3,189,684 3.02% $96,214
Central Lab $1,057,038 $1,086,423 $1,121,624 19.55%  $219,284
Corp Admin SO S0 S0 5.15% soj
Customer Service Center (CSC) $21,853,376 $22,460,900 S$23,188,633 6.90% $1,600,253
Engineering $1,021,552 $1,049,951 $1,083,969 3.18% $34,431
External Affairs Communication $2,391,061 $2,457,533 $2,537,157 7.91% $200,586
Facilities $83,305 $85,620 $88,395 6.43% S5,684
Finance $17,824,955 $18,320,488 $18,914,072 6.47% 51,224,510
Government_Affairs $145,084  $149,117  $153,948 4.93% $7,590
Health & Safety $637,169 $654,882 $676,100 5.37% $36,295
HR Services $1,993,177 $2,048,588 52,114,962 4.84%  $102,452
Human Resources $8,404,654 $8,638,303 $8,918,184 4.43%  $394,665
Information Technology Services (ITS)  $16,216,167 $16,666,977 $17,206,987 5.35% $921,105
Innov & Env Stewardship $1,371,476 $1,409,604 $1,455,275 4.16% $60,483
Investor Relations $478,110  $491,402  $507,323 1.87% $9,482
Legal $3,250,809 $3,341,182 $3,449,436 3.65% $125,809
Physical & Cyber Security $1,170,345 $1,202,881 $1,241,854 4,95% $61,412
Regulated Ops $2,686,664 $2,761,354 $2,850,821 4.73% $134,892
Regulatory Policy $418,797 $430,440 $444,386 5.50% $24,445
Supply Chain $1,303,739 $1,339,983 $1,383,398 5.35% $73,996
Total $85,313,494 $87,685,209 $90,526,209 S$5,333,585

Cal Am’s use of an estimated 2016 baseline arbitrarily disregards the

Commission-published memorandum forecasting 0.1% labor inflation in 20168

Furthermore, Cal Am’s 2017 and 2018 labor escalation factors are based on the

Commission-published Composite non-labor inflation factors, which is aweighted

calculation that contains no labor component. The Commission’s instructions provide

that the Composite non-labor rate is a weighted mixture of the Compensation per hour

8 Commission Memorandum, “Office of Ratepayer Advocates: Estimates of Non-labor and Wage
Escalation Rates for 2016 through 2020 from the May 2016 IHS Global Insight U.S. Economic Outlook.”

Published June 20, 2016.
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rate that is “applicable to contracted services"® and the monthly non-labor rate that “is

related to materials and supply purchases.”8—5 Indeed, the Commission’s specified

calculation is that “the monthly non-labor rate isto be weighted by 60 percent and the

Compensation per Hour Index weighted at 40 percent.”8—6 Consequently, thereis no
portion of Cal Am’s labor escalation methodology that includes a labor inflation
component. As a result, the Commission should reject Cal Am’s labor inflation factors.

ORA’s method begins with total Service Company labor recorded in 2015 for
each Business Function and escalatesto TY 2018 total Service Company using the
Commission-published ECOS labor inflation factors published in May 2016. These
factors are 0.1%, 1.0% and 2.4% for 2016, 2017 and 2018, respectively. Asdiscussed in
Section 1, ORA then allocates each Business Function to Cal Am based on the three-year
average percentage allocation factors. As shown in the table below, ORA’s methodology
resultsin atotal Service Company payroll labor forecast of $80,781,225 for 2018, with a
combined portion allocated to Cal Am for $4,441,214in TY 2018, or 5.5% of total
forecasted Service Company payroll labor.

8 Commission Memorandum, “ORA May 2016 Summary of Compensation per Hour” Published June
20, 2016.

& pid.
& pid.
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Table 4-8. ORA TY 2018 Service Company Payroll Labor Forecast

2015 2016 2017 2018

(Recorded) (Forecast) (Forecast) (Forecast) TY 2018

Total Serv. 3-year avg. |Serv. Co.

Co. Payroll |.1% labor 1% labor 2.4% labor |allocation |labor

Labor inflation inflation inflation factors allocation
IBusiness Development $2,230,226 $2,232,457 $2,254,781  $2,308,896 2.49% S0
Central Lab $950,349 $951,300 $960,813 $983,872 16.24%  $159,790
Corp Admin $150,419 $150,569 $152,075 $155,724 5.00% $7,794
Customer Service Center (CSC) $23,110,824 $23,133,935 $23,365,274 $23,926,041 6.49% $1,552,495
Engineering $1,028,786 $1,029,815 $1,040,113  $1,065,076 3.59% $38,197
External Affairs Communication $2,376,750 $2,379,126 $2,402,918  $2,460,588 7.70%  $189,528
Facilities $72,252 $72,324 $73,048 $74,801 6.15% $4,597
Finance $14,769,725 $14,784,495 $14,932,340 $15,290,716 5.97% $913,004
Government_Affairs $83,217 $83,301 $84,134 $86,153 4.87% $4,196
Health & Safety $597,519 $598,117 $604,098 $618,596 4.78% $29,558
HR Services $1,462,395 $1,463,858 $1,478,496  $1,513,980 5.01% $75,816
Human Resources $6,336,716 $6,343,053 $6,406,483  $6,560,239 4.32% $283,145
Information Technology Services (ITS) $13,725,410 $13,739,136 $13,876,527 $14,209,564 5.32% $755,715
Innov & Env Stewardship $1,621,743 $1,623,365 $1,639,599 $1,678,949 4.42% $74,131
Investor Relations $312,039  $312,351 $315,474 $323,045 2.92% $9,444
Legal $3,219,379 $3,222,599 $3,254,825  $3,332,941 3.36% $112,113
Physical & Cyber Security $783,228 $784,011 $791,851 $810,855 5.28% $42,787
Regulated Ops $3,624,502 $3,628,126  $3,664,407 $3,752,353 2.71% $101,821
Regulatory Policy $371,556 $371,927 $375,647 $384,662 5.53% $21,256
Supply Chain $1,201,781 $1,202,983 $1,215,013 $1,244,173 5.29% $65,828
Total 578,028,818 $78,106,847 $78,887,915 $80,781,225 $4,441,214]

In addition to using three-year average allocation factors, ORA’s 2015 base year

methodology is superior to Cal Am’s estimated 2016 payroll as base year because it uses

actual recorded 2015 payroll expense data as its starting point. The Commission has

previously examined this issue and agreed, stating “We believe that ORA’s method of

using the actual 2014 payroll expense datais a preferable starting point than estimating

2015 payroll and starting there.”8—7

ORA'’s labor inflation methodology is also superior to Cal Am’s because it is

based on the same Commission-published factors that are used to inflate labor during

attrition filings, as directed by the Rate Case Plan.28 cal Am’s method uses a budget

estimate for 2016 labor and then uses Composite non-labor inflation factors (with no

¥ San Jose Water Company GRC A.15-01-002, D.16-06-004, p. 20.

8 D.07-05-062, p. A-19.
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labor component) to arriveat TY 2018. Asaresult, the Commission should reject Cal
Am’s method and adopt $4,441,214 for TY 2018 Service Company Labor.
3. Service Company Annual Performance Plan and
Employee Stock Options
For TY 2018, Ca Am includes $1,161,390 for Employee Incentive plans across
three categories. the Annual Performance Plan (“APP”), Compensation Expense —
Options (“Stock Options™), and Compensation Expense- Restricted Stock Units

(“RSU”).@ Cal Am’s TY 2018 forecast of $1,161,390 for Employee Incentive plansis a
359% increase above the $323,300 amount previously adopted for 2015 by the

Commission in D.15-04-0072 The following table presents Cal Am’s methodology.

8 cal Am’s response to Data Request MC8-013, g.1. Attachment, tab “2016-CA ONLY”, cells H131-
J131 contain 2016 amount $1,094,514. Cal Am escalates by 2.78% and 3.24% to equal $1,161,390 in
2018.

2 ORA recommended $123,300 Incentive Plan for Service Company, A.13-07-002 ORA Report on
General Office and Income Taxes, page 24. The adopted settlement agreement states Service Company
costs for 2015 “reflects the inclusion of approximately $200,000 of additional Incentive Plan costs over
the amount proposed by ORA.”
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Table 4-9. Cal Am’s TY 2018 Service Company Employee Incentives

2016 Total  Non-Labor Recorded

2016 Budgeted 2016 Budgeted 2016 Budgeted inflation 6.11% 2015

Total Serv. Co. Total Serv. Co. Budgeted Employee compounded Allocation

APP Options (PSUs) (RSUs) Incentives to 2018 Factors Totals
Business Development $750,740 $235,979  $555,127 $1,541,847 $1,636,053 3.02%  $49,351]
Central Lab $112,213 $7,048 $10,572 $129,833 $137,766 19.55% $26,934
Corp Admin S0 S0 S0 S0 SO 5.15% 5 |
Customer Service Center (CSC) $821,403 $32,584 $48,876 $902,864 $958,029 6.90% $66,114
Engineering $171,048 $8,314 $12,471 $191,834 $203,555 3.18% $6,466
External Affairs Communication $561,732 $213,191 $319,334 $1,094,258 $1,161,117 7.91% $91,797
Facilities $8,330 S0 S0 $8,330 $8,839 6.43% $568
Finance $2,681,773 $482,673 $806,773  $3,971,220 $4,213,861 6.47% $272,808
Government_Affairs $43,109 $17,163 $25,745 $86,018 $91,273 4.93% $4,500
Health & Safety $120,131 $21,878 $32,816 $174,825 $185,507 5.37% $9,959
HR Services $169,209 $4,714 $8,755 $182,678 $193,839 4.84% $9,390
Human Resources $1,511,034 -$85,341  $229,069 $1,654,762 $1,755,868 4.43% $77,704
Information Technology Services $2,422,705 $92,457 $138,686 $2,653,848 $2,815,998 5.35% $150,743
Innov & Env Stewardship $194,660 $18,867 $28,301 $241,827 $256,603 4.16% $10,665
Investor Relations $124,914 $33,575  $62,354 $220,843 $234,337 1.87% $4,380(
Legal $1,087,212 $527,652 $707,218 $2,322,082 $2,463,962 3.65% $89,866
Physical & Cyber Security $150,552 $5,013 $7,520 $163,085 $173,050 4.95% $8,558
Regulated Ops $1,820,161 $1,231,126 $2,114,732  $5,166,018 $5,481,662 4.73%  $259,375
Regulatory Policy $92,935 $30,452  $45,679 $169,066 $179,396 5.50% $9,868
Supply Chain $177,260 $16,095 $24,142 $217,497 $230,787 5.35% $12,344
Total $13,021,124 $2,893,442 $5,178,171 $21,092,737 $22,381,503 $1,161,390(

The Commission should adopt $302,068 for combined Employee Incentives APP,

Stock Options and RSUs for the Service Company in TY 2018, which is an amount

$859,322 less than Cal Am’s current forecast. The reasons for the difference are ORA’s
use of recorded 2015 data as a base year instead of Cal Am’s 2016 estimate, use of

different labor inflation factors and the use of different percentage allocation factors. In
addition, ORA recommends that shareholders fund 50% of APP, 50% of PSUs and the

entire cost of RSUs 2 The followi ng table demonstrates ORA’s methodology:

2 See ORA Payroll Expense Testimony of witness Julia Ende for further discussion of this

recommendation.
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Table 4-10. ORA’s TY 2018 Forecast for Service Company APP and PSUs

ORA 50%
2015 Recorded 3.53% Labor reduction for 3- Year

2015 Recorded 2015 Recorded Total Serv. Co. Inflation shareholder Average

Total Serv. Co. Total Serv. Co. Incentive Compound funded allocation

APP Options (PSUs) (APP +PSUs) to 2018 portion factors Totals
Business Development $550,066 $66,967 $617,033  $638,814 $319,407 N/A N/A
Central Lab $111,493 $3,585 $115,077 $119,140 $59,570 16.24% $9,675
Corp Admin S0 S0 S0 SO S0 5.00% S0
Customer Service Center (CSC) $595,071 $21,432 $616,503 $638,266 $319,133 6.49% $20,708)
Engineering $11,286 $6,893 $18,179 $18,820 $9,410 3.59% $337,
External Affairs Communication $556,051 $68,032 $624,083 $646,113 $323,057 7.70%  $24,884
Facilities $8,488 SO $8,488 $8,788 $4,394 6.15% $270
Finance $2,394,200 $328,254 $2,722,454 $2,818,556  $1,409,278 5.97% $84,148|
Government_Affairs $29,403 S0 $29,403 $30,441 $15,220 4.87% $741
Health & Safety $120,061 $11,796 $131,857 $136,512 $68,256 4.78% $3,261
HR Services $23,262 $876 $24,139 $24,991 $12,496 5.01% $626
Human Resources $1,269,396 $53,892 $1,323,288 $1,370,000 $685,000 4.32%  $29,565
Information Technology Services $2,687,896 $43,029 $2,730,925 $2,827,327  $1,413,663 5.32% $75,184
Innov & Env Stewardship $148,490 $11,857 $160,347 $166,007 $83,003 4.42% $3,665
Investor Relations $64,537 $2,506 $67,043 $69,410 $34,705 2.92% $1,015
Legal $757,101 $67,454 $824,555 $853,662 $426,831 3.36% $14,358]
Physical & Cyber Security $104,137 $1,088 $105,225 $108,940 $54,470 5.28% $2,874
Regulated Ops $1,263,803 $260,942 $1,524,745 $1,578,568 $789,284 2.71%  $21,417
Regulatory Policy $91,161 $15,598 $106,759 $110,528 $55,264 5.53% $3,054
Supply Chain $215,539 $14,010 $229,549 $237,652 $118,826 5.29% $6,287
Total $11,001,442 $978,211 $11,979,652 $12,402,534 $6,201,267 $302,068|

4, Business Development Function

Cal Am isrequesting $208,185 to be recovered in TY 2018 from California

ratepayers for its share of the Business Development Business Functi on.9—2 Cal Am’s
allocation represents approximately 3.02% of the total Business Devel opment expense
budgeted by Service Company. The Commission should remove al costs associated with
the Business Development function from Cal Am’s TY 2018 rates.

Cal Am states that it should recover costs for Business Development from

California ratepayers because customers benefit from the increased economies of scale
produced by the Business Development unit, as well as an improved cost of capital B

Concerning Cal Am’s improved cost of capital assertion, ORA is already recommending

a sufficient amount of ratepayer funding for the Service Company’s Investor Relations

%2 cal Am’s response to Data Request ORA MC8-002, Q.4.A, Attachment 1.
2 Direct Testimony of Todd Pray, pp. 22-23.
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and Finance functions to handle capital needs. Furthermore, in Cal Am’s peer group of
the four largest Class A Water utilities that file a Joint Cost of Capital application with
the Commission, Cal Am currently has the highest authorized Rate of Return at 8.41%.
Ca Am also asserts in testimony that the Business Development function
potentially improves economies of scale, explaining:
“Simply, the larger a customer base, the greater the ability the Company has to
spread certain costs over that customer base. When an acquisition is made by any
American Water subsidiary which increases potential for economy of scale of
[ Service Company] provided services, the benefits are spread to all subsidiaries

receiving servicesin the form of coststhat are lower. These savings are passed on

to customers of all subsidiaries receiving this service.”
As the table below shows, a number of subsidiary acquisitions and military base contracts
expanding the customer base have recently been completed or are expected to be
completed during 2017.

% Direct Testimony of Todd Pray, pp. 22-23.
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Table 4-11. American Water Works’ Recent Subsidiary Acquisitions

# additional acquisition Regulated/
System State customers close date Military
IMcKeesport Waste Water PA 22,000 2017" Regulated
Sewer Authority of the City of Scranton, Pennsylvania PA 31,000 2016 Regulated
Total Pennsylvania American Water additions 53,000
Shorelands Water Company NJ 11,000 2016' Regulated
Environmental Disposal Corporation (EDC) NJ 5,300 2016 Regulated
Roxiticus Water Company NJ 100 2016 Regulated
Total New Jersey American Water additions 16,400
Adams Ranch Mutual Water Company CA 176 2016 Regulated
Geyserville CA 318 2016 Regulated
Meadowbrook CA 1,650 2016 Regulated
Total Cal Am additions 2,144
'Announced
|Recent Contracts added
Vandenberg Air Force Base CA 18,000 2016 Military
Picatinny Arsenal NJ 6,011 2014 Military
|Hi|l Air Force Base uT 26,665 2014 Military

According to Cal Am’s testimony, when a subsidiary makes an acquisition,

economies of scale savings are passed on to customers of all other subsidiariesin the

form of lower costs. During discovery, ORA requested that Cal Am:

“Demonstrate these savings to California by updating the % of total Service

Company for each Business Function taking into account the following recent

American Water subsidiary acquisitions. McK eesport Wastewater, Sewer

Authority of the City of Scranton, Shorelands Water Company, Environmental

Disposal Corporation, Roxiticus Water Company, Keystone Clearwater,

Vandenberg AFB, Picatinny Arsenal and Hill AFB."2

£ Data Request ORA MC8-008, Q-1.
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Although ORA presented Cal Am with an opportunity to demonstrate these economies of
scale savings from American Water’s recently announced subsidiary acquisitions, Cal
Am refused, stating in part:
“Cal Am objects to this question because it seeks to require the company to
generate new work or calculations. Cal Am further objects to the extent that this

request seeks information that is not relevant or is beyond the scope of this

.96
proceeding.”=

Contrary to Cal Am’s assertion, the TY 2018 forecast of the economies of scale
benefits from subsidiary acquisitionsis squarely within the scope of this proceeding and
isdirectly relevant to TY 2018 Service Company expense forecast to Cal Am. Although
Ca Am asserts ratepayers should fund $208,185 in Business Development due to the
benefits of increased economies of scale, when there is an opportunity to pass the
forecasted savings to ratepayers, Cal Am refuses. As aresult, the Commission should

deny any recovery by Cal Am for the Business Development functionin TY 2018.
5. External Affairss Remove Charitable Contributions

Ca Am’s forecast for External Affairs is based on the 2016 budgeted amount,
escalated for inflation to TY 2018. Cal Am provided evidence showing that its 2016

budget for External Affairs contains $5,484 in Charitable Donations. & Applying Cd
Am’s inflation factors results in $5,819 of Charitable Donations in TY 2018. The
Commission should remove the $5,819 for Charitable Donations from the TY 2018
External Affairsforecast. Thisrecommendation is due to the long-standing Commission
policy of excluding philanthropic efforts, or charitable contributions from rates, as
reiterated in D.04-07-022:

“The American Heritage Dictionary defines ‘philanthropy’ as ‘the effort to increase

the well-being of mankind, as by charitable donations.” The Commission’s policy

of excluding charitable donations from authorized rate recovery was upheld by the

% Cal Am’s response to Data Request ORA MC8-008, Q-1.
I Ccal Am’s response to Data Request ORA MC8-013, Q-1, Attach. 1, tab 2016-CA ONLY, cell AV47.
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California Supreme Court in Pacific Tel. & Tel. Co. v. Public Util. Comm. (1965)

62 Cal.2d 634, 669."%
Therefore, in TY 2018 the Commission should deny Cal Am recovery of $5,819in

Charitable Donations in the External Affairs Service Company Business Function.
D. CONCLUSION

For Cal Am’s TY 2018, the Commission should adopt a Service Company
methodology that is based on the three-year average allocation percentages for Business
functions. In addition, the Commission should adopt a Service Company labor forecast
based on recorded 2015 data adjusted for inflation, consistent with D.16-06-004. For
Service Company Employee Incentives, the Commission should adopt 50% shareholder
funding of APP and PSUs and not allow any recovery for RSUs. Finally the Commission
should remove any ratepayer funding for Business Devel opment due to the lack of any
ratepayer benefits, and for Charitable Contributions due to long-standing Commission

precedent.

% D.04-07-022, p. 210, re: Southern California Edison’s A.02-05-004, TY 2003 GRC.
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V. SPECIAL REQUEST #3

A. INTRODUCTION

In Special Request 3, Cal Am isrequesting uniform treatment across all districts
for local municipalities’ Franchise Fees. According to Cal Am, currently the
Sacramento, Toro, and Garrapata districts al forecast Franchise Feesin rates instead of

as a separate charge on customer bills, as is the practice for all of Cal Am’s other
districts.@ Cal Am is also requesting that this approach for Franchise Fees be taken for

future acquisitions, including the acquisitions included in the current applicati on. 2%
ORA reviewed and analyzed Cal Am’s testimony, discovery responses and workpapers

before making its recommendation.

B. SUMMARY OF RECOMMENDATIONS
1. The Commission should adopt Cal Am’s request to

treat Franchise Fees uniformly across all districts by
using a separate surcharge instead of including

Franchise Feesin rates.

C. DISCUSSION
During discovery, ORA examined sample copies of several customer billsin order

to verify the proper Franchise Fee surcharge amounts for the districts with separate

surcharges.l—01 In addition, ORA reviewed Cal Am’s workpapers and discovered that for
TY 2018, Ca Am was forecasting $7,683 for Franchise Fees (labeled as “Gross Receipts

Tax) for the Larkfield district. 1% However, according to Cal Am testimony, Larkfield

Franchise Fees should be collected through a separate surcharge and not collected in

2 Testimony of Jeffrey Linam, p. 14.

10 Testimony of Jeffrey Linam, p. 15.

1% cal Am’s response to Data Request ORA MC8-010, Q. 1.

122 cal Am workpaper ALL_CHO05_OTAX_RO, tab “Summary of Costs WS9-C” cell Q177.
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rates.@ Ca Am agreed to remove the $7,683 Franchise Fees from Larkfield’s TY 2018
rates because “Gross Receipts tax and Franchise Fees refer to the same thing and there

should be no forecasted amount in the model as discussed in the section IVV.C of the

direct testimony of Jeffery Linam."1®  As discussed in ORA’s chapter on Taxes Other
Than Income, the Commission should remove $7,683 from Larkfield’s TY 2018 rates for
Franchise Fees that are collected through a separate surcharge.

Despite Cal Am’s workpaper error containing Larkfield Franchise Fees described
above, the Commission should adopt Special Request 3 because it will provide
ratemaking consistency across Cal Am’s districts with no harm to ratepayers. This
consistency should also simplify the ratemaking process slightly by removing the
Franchise Fees forecast atogether instead of continuing the forecast for only afew select
districts. Moreover, there should be no noticeable impact on customer bill amounts, as
Franchise Fee amounts removed from ratemaking will continue to be collected — the only

difference being that the collection will be via a separate surcharge instead of in rates.
D. CONCLUSION

The Commission should grant Cal Am’s request to include separate surcharges for
Franchise Fees in the Sacramento, Toro, and Garrapata districts, instead of including
Franchise Feesin rates. In addition, Cal Am should take this approach for Franchise Fees
for future acquisitions, including the acquisitions included in the instant proceeding. The
Commission should also adopt the adjustment to remove $7,683 for Franchise Fees

inappropriately forecast by Cal Am in Larkfield’s TY 2018 rates.

1% Testimony of Jeffrey Linam, Footnote, p. 14.
1% cal Am’s response to Data Request ORA MC8-010, Q. 5a.
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Q.1

Al

Q.2

A2

Q.3

A.3

Q4

A4

QUALIFICATIONS AND PREPARED TESTIMONY
OF MICHAEL CONKLIN

Please state your name and business address.

My nameis Michael Conklin and my business addressis 320 West 4th Street, Los
Angeles, California 90013.

By whom are you employed and in what capacity?

| am a Financial Examiner 1V in the Water Branch of the Office of Ratepayer
Advocates (“ORA”).

Briefly describe your pertinent educational background.

| received a Bachelor of Science Degree in Accounting from the City University
of New Y ork, Hunter College, graduating with high honors. | also received a
Master of Science in Accountancy from San Francisco State University. | am also
alicensed Certified Public Accountant (“CPA”) in the State of California.

Briefly describe your professional experience.

Prior to joining the Commission, | worked as a trading operations manager on the
equity trading floor for Citigroup Global Marketsin New York. | joined the
Office of Ratepayer Advocates Water Branch in July 2012. My experience at the
Commission includes responsibility for reports on Affiliate Transactions during
proceeding A.12-07-007, Taxes and A& G expenses for proceeding A.13-01-003,
General Office Allocations and Taxes for proceedings A.13-07-002 and A.14-07-
006, and Taxes and Working Cash for A.16-01-002. | also served as ORA’s lead
project coordinator for General Rate Case A.15-07-001.
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Q5

A5

Q.6

A.6

What is your responsibility in this proceeding?

| am assigned to provide testimony regarding Cal Am’s Income Taxes, Taxes

Other Than Income, General Office Rate Base, and Service Company allocation

for Test Year 2018.

Does that conclude your direct testimony?

Yes, at thistime.
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What Is a Water Quality Report?

To comply with the Virdinis Department of Health and the U5, Envimmnmental Protection Agency (EPA) regulations, Amencan
Water issues a report annually descrbing the guality of your drinking water. The purpose of this report is to provide you &n
overview of last year's (2015} drinking water guality. i includes details about where your water comes from and what it
contains. We hope the report will raise your understanding of drinking water issues and ewareness of the need to protect your
drinking watar sources.

Public Participation
Public input concerning water guality s always weloome. Water guality suggestions may be forwarded directly to the following:

Mailk  American Water
6035 16th Street, Building #739
P.0. Box 1280
Fort Belvoir, VA 22060

Phone: (571) 3309-8087

Share This Report

Lendlords. businesses, schools, hospitals and other groups are encouraged to share this important informetion with water users
&t thair lacation whio may not receive this report directly.

Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military instalations across
the country as parn of the federal government’s LHility Privatization Program. it operates and maintains the water and/or
wastewater assels at Fort AP, Hill, Va.. Fort Sill, Okka.. Fort Lesvenworth, Kar., Soott Air Force Base. |11, Fort Rucker, Ala., Fort
Meade, Md., Fort Belvoir, Va., Fort Hood, Texas, Fort Polk, La_, Picatinny Arsenal, N, Hill Air Force Base, Utah and Vandenberg
Air Force Base, Calif.

The Military Services Group is part of Amercan Water Enterpnges a market-based subsidiary of American Water.

Amernican Water O&M Inc. - Fort Belvoir provides water senace to 28,57 T customers at Fort Belvoir, VA. American Water is the
largest and most geographically diverse publicly traded LS. water and wastewster utility company. Marking its 130th
anmiversary this year, the company employs moee than 6, 700 dedicated professionals who provide regulsted and market-based
drinking water, wastewater and other related sernvices to an estimated 15 million people in 47 states and Ontarno, Canada. More
infermation can be found by visiting www smwater.com.

The web sites of US EPA Dffice of Water, the Centers for Disease Control and Prevention, Virginia Department of Health (VDH)
prowide a substantial amount of information on many issues relating to water resources, water consensaticn and public haalth,
You may visit these sites &s well as Amencan Water's websile at the following addresses:

Centers for isease Control and Prevention
ttps/ fwewiw, cdo gow

Uinited States Emvironmeantal Protection Agancy
hittpc/ fwewnw epa gov/ safewater

Virginia Dept. of Health = Office of Drinking Water
hittpe/ S wdhvirginia. gov, odw

American Water

hittpc/ S, amwater.com

Falrfan Water

www.iaifaxwater.org

American Water Works Association

http e, swewa org

Safe Drinking Water Hotline: (S00) 4264791

WE CARE ABOUT WATER. IT'S WHAT WE DO.* 1
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Special Health Information

You may be more vulnerable than the ganeral population to certain microbial contaminants, such s Cryptosparidium, in drnking water.
Infanis, some elderly or immunocompromised persons such &5 those undergoing chemotherapy for cencer; those who have undergone organ
transplants; those who are undergoing treatment with steroids: and pecple with HIV/AlIDS or other immune system disorders cen be
particularly at rsk from mfections. You should seek advice about drenking water from yaur physician or health care provider. Additional
guidetines on approprate means to lessen the nsk of infection by Cryptosporidium are avadable fram the Safe Drinking Water Hotline st (BO0)
A26-4791,

Water Information Sources

The Military Services Group of Amencan Water provides water and wastewater contract senvices to military mstallations ecross the oountry a=
part of the federal gowermment’s Uity Povatizetion Program. it operates and mainteins the water snd,or wastewater sssets at Fort AP Hill,
Va., Fort Sill, Cila., Fort Leavenworth, Kan., Scott fir Force Base, 1L, Fort Rucler, Ala., Fort Meade, Md.. Fort Belwair, Va., Fort Hood. Texas.
Fort Polk, La.. Picatmny Arsenal. ML, Hill Air Force Base, Utsh and Vandenberg Air Force Base; Cald.

The Military Sendces Group &= pan of American Water Enderprises, a market-based subsidiary of American Water,

Fort Hood - Amenican Water 0. & M Milrtary Services Group (AWE-MSG) prevides water service to approximately 54,260 customers st the Fort
Hood Military Post located in Bell and Coryedl Counties, Texes. Fort Hood - American Water Milftary Services Group 5 part of American Water,
Amarican Water & the largest and most geographically diverse publicly taded LS. water and wastewsier utility company, Marking its 130th
anniversary this year, the company employs mone than §.700 dedicated professionals who provide regulsted snd market-based drinking
water, wastewater and other related services to en estimated 15 million people in 47 states srd Ontario, Caneda. More information can be
found by visiting sas ameaiercom.

The web sites of US EPA Office of Water, the Centers for Disease Control and Prevention, and Tenas Department of Environmental Cuality

{TCEQ) prowide 2 substantisl amount of information on many issues relating to water resources, witer conservation and public health. You
may visit these sites as well =5 Amarican Water's website at the following addresses:

Centers for Disease Control and Prevention
www.ode. gov

United States Emvironmental Protection Agency
www.epa gov/safewater

Texas Commission On Environmental Quality
waw . TCEQ.com

Arnarican Water

WWW.BMWaTET.Com

American Water Works Assoclation

WAV, BWWE DT

Safa Drinking Water Hotfine: (500) 426-4791

What Is a Water Quality Report?

To comply with Texas Commission on Envirenmental Quality (TCEQ) and the U5, Environmental Protection Agency (EPA)
regulations. American Water issues a report annuakly describing the quality of your drinking water. The purpose of this report is
to provide you n overview of last year’s (2015) drinking water guality. it includes detaills about where your water comes from
and what it contains. We hepe the report will raise your understanding of drinking water issues and awareness of the need to
protect your drinking water sournces.

How Is Your Water Treated?

Water iz treated by the Ball County Water Control and Improvement District No 1 (BCWCID1). BCWCIDL uses advanced water
treatment techniques including chemical coagulation, filtration and disinfection to provide potable water that meets federal and
state drinking water standards. Drinking water that anterns the Fort Hood water distnbution system is analyred by Amencan
Water staff to ensure it meets dnnking water standards. Depending on water quality, American Water stafl may add additicnal
disinfectant to ensure disinfectant residusls are maintsined consistently throughout the Fort Hood water distribution system.

Public Participation
Public input concerning water quality is always weloome. Water quality suggestions may be forwmarded directly to the following:

Mail: 4812 Engineer Drive #076
Ft. Hood, TX TE544-5057

Phone: {254) 2130382

WE CARE ABOUT WATER. IT'S WHAT WE DO." )



Special Health Information

Some people may be more vulnerahble to contaminants in drinking water than the general population. Immuno-compromised
persons such as those with cancer undergoing chemotherapy, persons who have undergone organ transplants. people with
HIV/AIDS or other immune system disorders. some elderly, and infants may be partcularly st risk from infections. These people
should seek advice about drinking water from their health care providers. EPA/COC [Centers for Disease Control and
Prevention) guidefines on appropriste means 1o lessen the nsk of infection by Cryptosporidium and other microbial
contaminants are available from the Safe Drinking Water Hotline (B00-426-4T791) or by calling our Customer Senvice Center at
{B00) 685-8660.

Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installations across
the country as part of the federal government’s Lility Privatization Program. i operates and maintsins the water and;/or
wastewater asseis st Fort AP, Hill, Va.. Fort Sill, Okls.. Fort Lesvenworth, Kan., Scott Air Force Base, |1, Fort Rucker, Ala., Fort
Maade, Md., Fort Belvoir, Wa_, Fort Hood, Texas, Fort Polk, La,, Picatinny Arsenel, NI, Hill Air Force Base, Utah and Vandenberg
Air Force Base, Calif.

The Military Services Group is par of American Water Enterprses. a market-based subsidiary of American Water.

Fort Leavenworth Amencan Water Enterprises Military Senaces Group (AWE-MSG) provides water service to approximately
12.834 customers at the Fort Leavenworth Military Post located in Leavenwaorth County, Kansas. Fort Leavenworth AWE-MSG is
part of Amencan Water. American Water is the lergest and most geographically diverse publicly traded US. water and
wastewater utility compamy. Marking its 130th anniversary this year. the company employs more than 6,700 dedicated
professionals who provide regulated and market-based drinking water, wastewater and other related services to an estimated
15 million people in 47 states and Ontario, Canada. More information can be found by visiting waw smwater.com.

The web sites of US EPA Office of Water, the Centers for Disease Control and Prevention. and Kansas Department of Health and
Envircnment (KOHE] prowide a substantial smount of information on many issues relating to water resources, water
conservation and public health. You may visit these sites as well as American Water's website st the following addresses:

United States Emvironmantal Protection Agency
www.epa.gov/safewater

Kansas Department of Heaith and Environment
www. kdheks. gov

American Water

WWW_BIMWELST.COM)
American Water Works Assoclation

WWW_EWWE DT

Safe Drinking Water Hotfine: (800) 426-4791

What Is a Water Quality Report?

To comply with Kansas Department of Health and Environmeant (KDHE) and the U.5. Environmental Protection Agency (EPA)
regulations, American Water issues a report annually describing the quality of your drinking water. The purpose of this report is
1o provide you an overview of last year's (2015) drinking water quality. it includes details sbout where your water comes from
and what it contains. We hope the report will raise your understanding of drinking water issues and awareness of the need to
pretect your drinking water sources, For more informatson. please contact Edwin Winton at 913-T58-92T2.

How is Your Water Treafed?

Your water 15 treated to remove several contaminants and a disinfectant is added to protect you against microtial
conmtaminants. The Safe Drinking Water Act [SOWA) required states to develop a Source Waeter Assessment (SWA) for sach
pubdlic water supply that treats and distributes water in order to identify potential contamination sourpes. The state has
completed an sssessment of our source water. For results of the sssesament, please contact us or view on-ine at:

hittp S weiwt, kdhehs. goy) nps,/ swap SWreports. htmlL

Share This Report
You are encouraged to share this important information with water users who are not customers of Fort Leavenworth Arnerican
‘Water and therefore do not receive this report directly.
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Special Health Information

Some people may be more vulnerable to contaminants in dnnking water than the general population. Immuno-compromisad
persons such a5 those with cancer undergaing chemotherapy, persons who have undergone organ transplants, people with
HIV/AIDS or other immune system disorders, some elderly, and infants may be partcularly at risk from infections. These peopla
should seek advice about drinking water from: their health care providers. EPA/CDC [Centers for Disease Control and
Prevention) guidelines on sppropriate means to lessen the nsk of infection by Cryptospordium and other microbial
contaminants are available from the Safe Drinking Water Hotfine (B00-426-4781) or by calling our Customer Service Center at
{B00) 6858660,

Water Information Sources

The Miltary Senvices Group of Amencan Water provades water and wastewater contract services to military installations across
the country as part of the federal government’s Utility Privatization Program. it operstes and maintains the water and/or
wastewater assefs at Fort AP, Hill, Va., Fort 5ill, Okla.. Fort Lesvenworth, Kan., Scott Air Force Base, |il,, Fort Rucker. Ala., Fort
Meade, Md_, Fort Belvoir, Wa., Fort Hood, Texas, Fort Polk, La,, Picatinoy Arsenal, N1, Hill Air Force Base, Utsh and Vandenberg
Air Force Base, Calif.

The Miliary Services Group is part of Amecican Water Epfemprises. 8 market-based subsidiary of American Water.

Fort Meade Amencan Water Enterpnses Military Serices Group provides water service to approsimately 48 000 customers at
the Fort Meade Military Post located in Anne Arundel County, Mardand. American Water is the largest and most geographically
diverse publicly traded U.5. water and wastewater ufility company. Marking its 130th anniversary this year, the company
employs more than 8,700 dedicated professionals who provide regulsted and market-based drinking water, wastewater and
other related services to an estimated 15 million people in 47 states and Ontario, Canada. More nformation can be found by
Visiting M SITWaLer oM

The weh sites of US EFA Office of Water, the Centers Tor Disease Control and Prevention, and Manyland Department of the
Erwironment {(MDE) provide & substantial amount of information on many issues relating to water resources, water conservation
and public heslth. You may visit these sites as well as American Water's website at the following addresses:

United States Emvironmental Protection Agency

www.epa gov/safewater

Maryiand Department of the Environment

wanw.mde.maryland_gov

American Walter
WWW.BMwataT.com

Armerlcan Water Works Assoclation
WNW.SWWE. 0T

Safe Drinking Water Hotfine: (800) 426-4791

What Is a Water Quality Report?

To comply with Marndand Department of the Environment (MDE) and the U.5. Emvironmental Protection Agency (EFA)
regulations, American Water issues a report annwally descnbing the quality of your drinking water. The purpose of this report is
to provide you an overview of last year's {2015) dinkmg water quality. it includes details sbout where your water comes from
and what it contains. We hope the report will raise your understanding of drinking water issuss and awareness of the need to
protect your drinking water sources. For more information. please contect Dawid Hill, 301-289-7039.

How s Your Water Treated?

Your water is treated to remove contaminants and & disinfectant is added to protect you against microbial contaminants. The
Safe Drinking Water Act [SOWA) required states to develop & Source Water Assessment (SWA) for each public water supply that
treats and distributes water in order to identify potential contammetion sources. The state has completed an assessment of our
soure water. For results of the assessment, please contact us 51 301-280-7039 to request a copy.
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Special Health Information

Some people may be more vulnerable to contaminants in drinking water than the general population. People who are immuno-
compromised such as cancer patients undergoing chemaotherapy, organ transplant recipients, HV/AIDS positive or other
immune system disorders, some alderly, and infants can be particularly at nsk from infections. People &t risk should seek
advice abowt drinking water from their health care providers. EPA/CDC guidelines on appropriste means to lessen the risk of
infection by Cryptosporidium and other microbiological contaminants are available form the Safe Drinking Water Hotline
{B00-425-4791).

Based on & study conducted by ADEM with the approval of the EPA, a ststewide waiver for the monitoring of asbestos and dioxin
was issuad. Thus, monitonng for these contaminants was not reguired.

Copper i an essential nutrient, but some people who drink water containing copper in excess of the action level over a relatively
short amount of time could expenence gastrointestinal distress. Some people who drink water containing copper in excess of
the action kevel over many years could suffer Iiver or kidney damage. People with Wilson's Disease should consult their personal
doctor.

Some people who drink water containing fluoride in excess of the MCL over many years could get bone disease. including pain
and tenderness of the bones. Fluonds in drnking watar at half the MCL or more may cause mottlng of children’'s testh, usually
in children kess than nine years old. Moitling. also known as fluorosis, may include brown staining and/or pitting of the teeth,
and occurs only in developing teeth before they erupt from the gums,

Infants below the age of six months who drink water containing nitrate in excess of the MCL could becomie serously ill and, i
untreated, may die. Symptoms include shortness of breath and blue baby syndrome.

Some people who drink water containing trihalomethanes in excess of the MCL over many years may expenence problems with
their fiver, kidneys, or central nervous eystems, and may have an increased nsk of cancer.

Some people who drink water containing haloscetic acids in excess of the MCL over many years may have an increased risk of
Cancer.

Water information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installstions across
the country as part of the fedaral government’s Lility Privatization Program. it operates and maintains the water and/or
wastewater assels gt Fort AP. Hill, Va., Fort Sill, Okla., Fort Leavenworth, Kan., Scott Air Force Base, |1, Fort Rucker, Ala., Fart
Meade, Md_, Fort Belvoir, Wa., Fort Hood, Texas, Fort Polk, La., Picatinny Arsenal, N, Hill Air Force Base, Utah and Vandenberg
Air Force Base, Calif

The Military Services Group s pant of American Water Enferpnses. a market-hased subsidiary of American Water.

Fort Rucker American Water Enterprises, Ino. Military Services Group (AWE-MSG) provides water service to approximately
15,700 customers at the Fort Rucker Miitary Post located in Dale County, Alabama, American Water is the largest and most
geographically diverse publicly traded U.5. water and wastewster utility company. Marking its 130th anniversary this yvear, the
compamy employs more than 6,700 dedicated professionals who provide regulated and market-based drinlang water,
wastewater and other related senvices to en estimated 15 million people in 47 states and Ontario, Canada. More information
can be found by visiting www smwater.com.

The web sites of US EPA Office of Water, the Centers for Disease Control and Prevention, and Alabama Department of
Ervironmental Management (ADEM) provide a substantial amount of information on many isswes relating to water resources,
water consenvation and public health. You may visit these sites as well as American Water's website st the foflowing addresses:

Centers fior Disease Control and Prevention
wara.cdc.gov

United States Emvironmental Protection Agency
wark Epa_gdov, sefewater

Alsbama Department of Environmartal Manegament (ADEM)
war_adem state.alus

Armarican Water
WEN_STTWELET DT
Amarican Water ‘Works Association

WA EWWEOTE
Safe Drinking Water Hotline: (B00] 426-4701
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Special Health Information

Some people may be more vulnerahble to contaminants in drinking water than the general population. Immuno-compromised
persons such as those with cancer undergoing chemotherapy, persons who have undergone organ transplants. people with
HIV/AIDS or other immune system disorders. some elderly, and infants may be partcularly st risk from infections. These people
should seek advice about drinking water from their health care providers. EPA/COC [Centers for Disease Control and
Prevention) guidefines on appropriste means 1o lessen the nsk of infection by Cryptosporidium and other microbial
contaminants are available from the Safe Drinking Water Hotline (B00-426-4T791) or by calling our Customer Senvice Center at
{BO0) 685-8660.

Coliforms: are bacteria that are naturally present in the environment and ane used as an indicator that other. potentially-harmful,
beacteris may be present. Coliforms were found in more samples than aflowed and this was a waming of potential problems.

Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installstions across
the country as part of the fedaral government’s Lility Privatization Program. it operates and maintains the water and;/or
wastewater assels gt Fort AP. Hill, Va., Fort Sill, Okla., Fort Leavenworth, Kan., Scott Air Force Base, |1, Fort Rucker, Ala., Fort
Meade, Md_, Fort Belvoir, Wa., Fort Hood, Texas, Fort Polk, La., Picatinny Arsenal, N, Hill Air Force Base, Utah and Vandenberg
Air Force Base, Calif

The Military Services Group s part of Amenican Water Enterprises. 8 market-hased subsidiary of American Water.

Fort Polk Amerscan Water Military Services Group (AWE-MSG) provides water service 1o approximately 20,000 customers at the
Fort Polk Military Post located in Vermon Parish, Louisiana. Fort Polk American Water Military Senices Group is part of American
Water. American Water is the largest and most geographically deerse publicly traded U_S. water and waestewster utility
compamy. Marking its 130th snniversary this year, the company employs more than 6, 700 dedicated professionals who provide
reguisted and market-based drinking water, wastewater end other related senvices to an estimated 15 million people in 47
states and Ontarie, Canada. More information can be found by visiting www smwaster. com.

The web sites of US EPA Office of Water, the Centers for Disease Control and Prevention, and Louisiana Depariment of
Ervironmental Queality (LDEQ) provide & substantial amount of information on many issues relating 1o water resources. water
consenation and public health. You may visit these sites as well as American Water's website at the following addresses:

Centars for Disease Control and Prevention

www.cdc.gov

United States Emvironmantal Protaction Agency
www.epa.gov/safewater

Loulslana Department of Environmaentad Quakity
wwnw.deq.ouisiana.gov/ portal’
American Water

www.amwalter.com

American Water Works Association
WNW.SWWE. 0T

Safe Drinking Water Hotline: (800) 426-4791

What Is a Water Quality Report?

To comply with the Louisiana Department of Health and Hospitals [LOHH] and the U.5. Environmental Protection Agency (EPAI
regulstions, American Water issues a repont annually describing the quality of your drinking water. The purpose of this report is
o provide you an overview of last year's (2015 drinkeng water guality. it includes details about where your water comes from
and what it contains. We hope the report will raise your understanding of drinking water issues and awareness of the need to
protect your drinking water sources. For more information, please contact Bob Dohoney st 337-537-1178.
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Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installations across
the country as part of the federal gowernment’s Ltility Privatization Program. i operates and maintsins the water and;/or
wastewater asseis st Fort AP, Hill, Va.. Fort Sill, Okis.. Fort Lesvenworth, Kan., Scott Air Force Base, |1, Fort Rucker. Ala., Fort
Msaade, Md., Fort Belvoir, Wa_, Fort Hood, Texas, Fort Polk, La,, Picatinny Arsenel, NI, Hill Air Force Base, Utah and Vandenberd
Air Force Base, Calif.

The Military Services Group is pant of American Water Enterprses. a market-based subsidiary of American Water.

Fort A.P. Hill American Water O&M Military Services Group provides water sarvice to approximately 108 customers at the
Headquarters system located on Fort A P. Hill, Carofine County, Virginia. Fort A.P. Hill is part of American Water. American Water
is the targest and most geographically diverse publicly traded US. water and wastewsler utility compary. Marking its 130th
anmversary this year, the company employs more than 8, 700 dedicated professionals who provide regulsted and market-based
drinking water, wastewater and other related senices to an estimated 15 million people in 47 states and Ontano, Canada. More

infarmation can bae found by visiting www amwatercom.

The web sites of US EPA Office of Waler, the Centers for Disease Control and Prevention. and Virginis Department of Health
prowide a substantial amount of information on many issues relating to water resources, water cansanvation and public health,
You may visit these sites as well as Amencan Water's website at the following addresses:

Uinited States Emvironmantal Protection Agency
www.epa. gov/safewater

Virginia Department of Health
www.vith_state. va.us

Arnerican Water
WAW.BIMWETST.COm
Amarican Water Works Association

WNW_BWWE OTF
Safe Drinking Water Hotline: (800) 426-4791

Substances Expected to be In Drinking Water

To ensure that tap water i of high quality, LS. Ervironmental Protection Agency prescrbes regulations limiting the amount of
cerain substances in water provided by public water systems. U.5. Food and Drug Administration regulations establish limits for
contaminants in bottled water, which must provide the same protection for public health.

Dur water system tested & minimum of 1 sample per month in sccordamnce with the Total Cofform Rule for microbeological
contaminants. Coliform bacteria are usually harmiess, but their presence in water can be an indication of disease-causing
bacteria. When coliform bacteria are found, special follow-up tests are done to determine if harmiul bacteria are present in the
water supply. If this limit is exceeded. the water supplier must notify the public.

Drinking water, incleding bottled water, may rezsonably be expected to contsin at least small amounts of some contaminants.
The presence of contaminants does not necessarily indicate that water poses a health nsk. More information abowt
contaminants and potential health effects can be obtained by calling the EPA's Safe Drinking Water Hotline (B00-426-4791)

The source of drinking water (both tap water and bottled water) includes rivers, lakes, streams, ponds, resenvairs, springs, and
walls, As water travels over Lthe surface of the land or through the grownd, it dissolves naturally occuming minerals and, in some
cases, mdioactive material, and can pick up substances resulting from the presence of animals or from human sctivity.

Contaminants thet may be present in source water include:

Microbial Contaminants, such a8 vinuses and bacteria, which may come from sawage treatment plants. septic systems,
agricultural livestock operations. ar wildlife.

Inorganic Comtaminants, such as salts and metals, which can be naturslly occurring or may result from urban storm water
runoff, industnal or domestic wastewater discharges, oil 2and gas production, mining. or faming.

Pasticides and Harbleldas, which may come from a vanety of sources sech as agrcolture, urban storm water runoff, and
residential uses.

Orgenio Chemical Contaminamnts, imcluding synthetic and volatile organic chemicals, which are by-products of industnal
processes and petroleum production. and may also come from gas stations, urban storm water runoff, and septic systems.

WE CARE ABOUT WATER. IT'S WHAT WE DO." 3
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Special Health Information

Some people may be more vulnerahble to contaminants in drinking water than the general population. Immuno-compromised
persons such as those with cancer undergoing chemotherapy, persons who have undergone organ transplants. people with
HIV/AIDS or other immune system disorders. some elderly, and infants may be partccularly st risk from infections. These people
should seek advice about drinking water from their health care providers. EPA/COC [Centers for Disease Control and
Prevention) guidefines on appropriste means 1o lessen the nsk of infection by Cryptosporidium and other microbial
contaminants are available from the Safe Drinking Water Hotline (B00-426-4T791) or by calling our Customer Senvice Center at
{B00) 685-8660.

Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installations across
the country as part of the federal government’s Lility Privatization Program. i operates and maintsins the water and;/or
wastewater asseis st Fort AP, Hill, Va.. Fort Sill, Okls.. Fort Lesvenworth, Kan., Scott Air Force Base, |1, Fort Rucker. Ala., Fort
Mseade, Md., Fort Belvoir, Wa_, Fort Hood, Texas, Fort Polk, La,, Picatinny Arsenel, NI, Hill Air Force Base, Utah and Vandenberg
Air Force Base, Calif.

The Military Services Group is part of American Water Enterprses. a market-based subsidiary of American Water.

Fort 5ill American Water Enterprises Military Services Group (AWE-MS5G) provides water senvices to approximately 23,000
customears st the Fort 5ill Military Post located in Comanche County, Oklahoma. Fort 5ill AWE-MSG is part of Amerncan Water.
American Water is the lamgest and most geographically diverse publicly traded U5, water and wastewater utifity company.
Marking s 130th anniversary this year, the company employs more than 6,700 dedicated professionals who provide regulated
and market-based drinking water, wastewster and other related services to an estimated 15 million people in 47 states and
Dntario, Canada. More information can be found by visiting waww amwater.com.

The web sites of US EPA Office of Water, the Centers for Disease Control and Prevention, and Okkahoma Department of
Envircnmental Quality (3DEQ) provide a substantial amount of information on many isswes relating to water resources, water
conservation and public health.

You may wvisit these sites as well as Amencan Water's website at the following addresses:
Centers for Disease Control and Prevention

www.cdc.gov

Uinited States Emvironmental Protaction Agancy
www.eps gov/safewater

Oklahoma Departrent of Environmeantal Quaiity
www. odeq.siate.ol.ws

American Water
WAWEIMIWETEr. COm

American Water Waorks Association
WAW.BWWE.OTH

Safe Drinking Water Hatline; (500) 426-4791

What Is a Water Quality Report?

To comply with Oklahoma Department of Envirenmental Quafity {0DEQ) and the L5, Environmental Protection Agency (EPA)
regulations, American Water issues a report annwally descnbing the quality of your drinking water. The purpose of this report is
to provide you an overview of last year’s [2015) drinking water guality. it includes details about where your water comes from
and what it contains. We hope the report will raise your understanding of drinking water issuss and awareness of the need to
protect your drinking water sources. For more information, please contact Ronnie Graves 580-248-3034.

How Is Your Water Trented?

Current treatment processes include coagulation and settling folkowed by filtration and disinfection. An inhibitor is added for
corrosion control and fluoridation is provided Tor reduction of dental cawties. Throughout the process dedicated plant operations
and water guality staff continuousty monitor and control these plant processes to assure you, our customess, & supenor water
quality.

Share This Report

WE CARE ABOUT WATER. IT'S WHAT WE DO." 2
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What Is a Water Quality Report?

To comply with the New lersey Department of Envinonmental Protection (MIDEP) and the LS. Environmental Protection Agency
(EPA) regulstions, Amercan Water issuses a report annually describing the guality of your drinking water. The purpose of this
report is to provide you an overview of last year's (2015} drinking water quality. It includes details about where your water
comes from and what it contains. We hope the report will raise your understanding of drinking water issues and awareness of
the need to protect your drinking water sources.

Public Participation
Public input concerning water quality s always welooma. Water guality suggestions may be forwarded directly to the following:

Maik  American Water 38M - Picatinny Arsenal
506 Babbitt Road
Picatinny Arsanal. M. 07BDE

Phone: {862)397-5090

Share This Report

Businesses, schools, hospitals and other groups are encouraged to share this important information with water users at thair
location who may not receive this report directly,

Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installations across
the country as part of the federal government’s Lility Privatization Program. i operates and maintsins the water and//or
wastewater assets at Fort AP. Hill, Va., Fort Sill, Okla.. Fort Leavenworth, Kan., Scott Air Force Base, (11, Fort Rucker. Ala., Fort
Msaade, Md., Fort Belvoir, Wa_, Fort Hood, Texas, Fort Polk, La,, Picatinny Arsenal, NI, Hill Air Force Base, Utah and Vandenberg
Air Force Base, Calif.

The Miltary Senaces Group is par of Amernican Water Enterpnses, a market-based subsidiary of American Water,

Amercan Water D&M Inc. - Picatinny Arsenal provides water service o sppromimately 6,011 customers at Picatinmy Arsenal, NJ.
American Water is the largest and most geographically diverse publicly traded ULS, water and wastewater utifity com pamy.
Marking its 130th anniversary this year, the company emiploys more than 6,700 dedicated professionals who provide regulated
and market-based drinking water, wastewater and other related senvices to an estimated 15 million people in 47 states and
Ontario. Canada. More mformation can be found by visiting www.amwsater.com.

The web sites of US EPA Office of Water. the Centers for Disease Control and Prevention and New lersey Department of
Environmental Protectéon Division of Water Supply, provide a substantial amount of information on many issues relating to
water resources, water conservation and public health. You may visit these sites as well a5 Amernican Water's website at the
following eddresses:

Centars for Diseass Control and Prevention

Ikt St cde gov

United States Emironmental Protection Agency

https/fweww, epa. gov, safewater

New lersey Department of Emdronmental Protection Division of Water Supply and Geosclencs

hittpy fewnw. nj gov/dep/ watersupply

American Water

hittpe/ S weniw . amwater.com

American Water Works Assoclation

hittpc/ S Swewa_org

EPA Safe Drinking Water Hotfine: (800] 2264791
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Special Health Information

Some people may be more vulnerahble to contaminants in drinking water than the general population. Immuno-compromised
persons such as those with cancer undergoing chemotherapy, perscns who have undergone organ transplants, people with
HIV/AIDS ar other immune system disorders. some elderly, and infants may be particularly st risk from infections. These people
should seek advice about drinking water from their health care providers. EPA/COC [Centers for Disease Control and
Prevention) guidelines on appropriste means to lessen the nek of infection by Cryptosporidium and other microbial
contaminants are evailable from the Safe Drinking Water Hotline (800-426-4T791) or by calling our Customer Service Center at
{B00D) 685-8660.

Water Information Sources

The Military Services Group of American Water provides water and wastewater contract services to military installations across
the country as part of the federal government’s Lility Privatization Program. it operates and maintains the water and/or
wastewater asseits at Fort AP, Hill, Va.. Fort Sill, Okla.. Fort Leaverworth, Kan., Scott Air Force Base, |IL., Fort Rucker, Ala., Fort
Meade, Md., Fort Belvoir, Wa_, Fort Hood, Texas, Fort Polk, La,, Picatinny Arsensl, NI, Hill Air Force Base, Utah and Vandenberg
Air Force Basae, Calf.

Thie Military Services Group is part of American Water Enterpises. 8 market-based subsidiary of American Water.

Hill Air Force Base Amencan Water Enterprises Milisry Services Group [AWE-MSG) provides water senvice to approximately
26,665 total customers a1 five locations.  Hill Air Force Base located in Davis County. Utah: Lakeside Range focated in Box Elder
County, Utah; Little Mountain Test Facility in Weber County, Utah: Carter Creek in Summit County, Utah; and Bouolder Pinedale
Sersmic Research Facility in Sublette County, Wyoming. Hill Air Force Base AWE-MSG is part of Amenican Water. Amencan Water
is the largest and most geographically diverse publicly traded US. water and wastewater utility company. Marking its 130th
anmiversary this year, the company employs mose than @, 700 dedicated professionals who provide regulated and market-based
drinking water, wastewatar and other related services te an estimated 15 million people in 47 states and Ontano, Canada. More
information can be found by visiting wwe smwgtercom.

The web sites of the web sites of US EPA Office of Water, the Centers for Disease Control and Prevention, and Utah Department
of Environmental Quality [Division of Dnnking Water) provide a substantial emount of nformation on many issues relating to
water resources, weter consenation and public health. You may visit these sites s well 85 American Water's website at the
following addresses:

United States Environmental Protection Agancy
www.epa gov,safewater

Utah Departmant of Environmental Quality
wanw.deq utah.goy

American Weter
WAW.BIMWETEr.COm

American Water Works Association
WA EWWE.OTE

Safe Drinking Water Hatine; (300 4126-4791

What |s a Water Quallty Report?

To comply with the Litah Department of Environmental Quality (UDEG) Division of Dnnking Water and the US. Environmental
Protection Agency (EPA) regulations. American Water issues a report annually describing the quality of your drinking water. The
purpose of this report is to provide you an overview of last year's (2015) drinking water guality. It includes details about where
your water comes from and what it contains. We hope the report will raise your understanding of drinking water issues and
awarensss of the need o protect your drinking water sources. For more information, plesse contact Mathew Meyer at B01-605-
o786,

How Is Your Water Treated?

Your water is treated to remove several contaminants end & disinfectant is added to protect you against microbial
contaminants. The Safe Drinkong Water Act (SOWA) required states to develop a Source Water Assessment (SWA) for each
public water supply that treats and distributes water in order to identify potential contaminatson sourpes.

WE CARE ABOUT WATER. IT'S WHAT WE DO." 2
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What ls a Water Quality Report?

A Water Quality Report provides consumers with detailed information about where the water that they use comes from and what
it comtains. The purpose of this repor is to communicate the quality of the drinking water you received in 2015, incrasse your
understanding of drinking water standards, and raise awareness of the need to protect your drinking water sources. To comply
with llfinois Environmenial Protection Agency (IEPA) and the LS. Environmental Protection Agency (EPA] regulstions, American
Water issues a report annually.

Pubiic Participation

Public input or guestions abouwt water guality or water use are always weicome. Although this report will not be mailed,
indnadusals may receive & copy or request additional information or provide comments. by contacting Jeff Slocum, General
Manager, at 34605 Arkansas Street, Scott AFE, IL 62225, phone: 618-T44-9831 or email jeff.slocum@amwater.com

Share This Report
Recipents of this report are encouraged to share this imporant information with water wsers at their location who are not
customers of American Water {f &M - Scott Air Force Base and therefore do not receive this report directly.

We Care About Water - It's What We Do

The Military Services Group of American Water provides waler and wastewater contract services to military installstions across
the country as part of the federal government's LHility Privatization Program. it operates and maintains the water and/or
wastewater assets at Fort AP, Hill, Va., Fort Sill, Okla.. Fort Leavenworth, Kan., Soott Air Fonce Base, [1l., Fort Rucker, Ala., Fort
Meade, Md_, Fort Belvoir, Va_, Fort Hood, Texas, Fort Polk, La., Picatinny Arsenal, No)., Hill Ar Force Base, Utah and Vandenberg
Air Force Base, Calif.

The Miltary Senvices Group s part of Amercan Water Epteronses. a market-based subsidiary of American Water,

Armerican Water O & M - SAFE. PWS ID: IL 1635237, provides water service to approxmately 6 800 costomess living and
working st Scott AFB, IL.  American Water is the largest and most geographicafly diverse publicly traded L5, water and
wastewater utifity company. Marking its 130th anniversary this year, the company employs more than 8,700 dedicated
professionals who provide regulated and market-based drinking water, wastewater and other related services to an estimated
15 miflion people in 47 states and Ontario, Canada. More informatien can be found by visiting www Bmweter.com.

Water Information Sources

The weh sites of US EPA Office of Water, the Centers for Disease Control and Prevention, Ilfinois Environmental Protection
BAgenoy (IEPA), and others provide substantial information on many issues relating to water resources, water conservation and
public health. Please visit tham hers:

Centers for Disease Control and Preventlon
www.cdo. gov

United States Environmental Protection Agency www.epa.gov,/safewalsr
llEinois Ervironmental Protection Agency hitpc//www epa.state. ilus/water/
American Water Works Assoclation

WWW_BWWE_OTE
Safe Drinking Water Hotline: (S00) 426-4791

FIND WATER CONSERVATION TIPS AT:
hittp wanw waterusaitwisely. com 100-ways-to-consene,’
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y Archive

Prastos L AR B

Building big for water at
Vandenberg

Postad 2122
€3 meme Bx . Emal Prnl
By Dave Paimar

VANDENBERG AlR FORCE BASE, Calif. — Vandenberg

Alr Force Base is currently home (o the second largest

reinforced conorete dorme in B world, By summes’s Corps contrackns constrect the second of two

end, they may hawve some brapgging rights anyway: a riew 4-million-gallon water reservoirs May 11 at

twin i an the way. Vandenbearg AFD, Cailf. The naw waber @nks
support a papulalion of mera than 18,000

The U5, Army Corps af Engincors Las sngehes District military, family mémbers, confraciors and

has the first of two, 4-millien-galion reservoir tanss Givilian employess al the base. (Pholo by Dave
onling, with the second scheduled Tor completion in Palmer}
Septamber. Dowrlosd HiRas

Siirprisingly they aren't arkding capacity as muoch as
economies ot effiziency. The previous resereoin tenks were buitt in the 19405, when the base was the omy's
Camp Cooke, and they wera [eaking like sleves,

"The biggest hurdie wea faced was drying aut the site,” said Canstructden Control Reprezentative Valencia wWynn,
“Thie water table was already pretty highin this area, but it was cbvious the tanks had been iraking for years.”

Whynn mentoned the previous reservoirs did enjay some longevity, but the replacements will be in service for a
contury and she intends 1o check up on them for same time to core.

"Wl ploce approciomstely 1,700 Cubi yards of concrete ped tank,” sard Greg Tague, a quality oontral manager

for SOLTEK Padific Comstruction. “Onece wa completed the first tank. . we calculated that the ioof alone weighs
840 1one. "
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Attachment 3: Service Company OPEX 2013-2015
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American Water Works Service Company, Inc.
¥TD Service Fee Distribution

Actuals vs. Budget

For the twelve months ended December 31, 2013

Callfornia Total 1015 12315732 11.032.228 111.6%
Hiawall Total 1030 715,59 1025787 3.
Cantral Divislon |I;.'JNDiS=°.I'.'IEHIM 1625 23834 730 22 755,003 | 3.3%L)
INDIANA-AMERICAN icid 132 2OEETET (135
(O A AMERICAN it AT ER 4 565 Bid 1%
FENTUCH-AMERICAN itid 0137 5 § 598 680 4.1%
icid 248 A1 I 11.1%
i1y e rficl 2 e 90 9] 057 R
iC2d fi, 1064, 57 f,205, 138 165
Cantral Divislon Totd 95,563,783 84 273,952 (145
Mig-Atiantic Divislon [NE G168, 034 30545 W%
o A RHEEYY TEVEV A 338) o35
IRGNIA-AMERICAN  [derd N B 45T H0E FER ] Za% TEn
WEST VIRGINA-AMERICAN 128 13,558,780 13,241,702 (417.078) 5A% (3%
Mig-Atiantic Dhvislon Total 63.220,2% 63372136 151,689 7 2%
Horneasat Division i3 23543 TN RN e .45
i3 B 750, GAT v aETEz | (EEG IR 3% 111.3%1
Horheast Diviston Total 52,294, 553 49,560,884 {2.733,669) 22.4% [5.5%)
Raguiated Totals 724,113,888 719,263,007 (050,861 950% [Z2%)
Markst Bagan Non-Raq 102 137,081 126,407 [Ny - {5.7%1
}E-a ?.3?5,@@3 R RIRNL ] 45T E5 l___j?_} 575
1] U e .08
s izt YT L b 0.1% 14.4%
1088 i) HIHE T B (i T7 0%
[0 B A ey Rl Tt e
ETCAWWMN BROPERTIES {{E<T] bEs) K i {THE) [, {354 T}
|Li.L.IREi. CAKS PROPERTIES 1020 41,230 45 561 7.172 0% 14.5%
Market Sazad Mon-Rsg Total 8,282,298 B,062 442 (319.807) 6% [4.0%)
Parant & Mon-Pront AV 1020 1207 30 1,000 124 (1172081 [ T10.6%
S 1033 0 0 i n.0% 0.0%
BWCT iCdd 231 5 i {231 50T 0% .05
teon-Rag Total 1,438,832 1,090,124 [348,708) 05% (B20%)
Grand Total 733934,90 726,415,593 5,519,3761] w0 [Z.4%)
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American Water Works Service Company, Inc.

Y¥TD Service Fee Distribution

Actuals vs. Budget

For the twelve months ended December 31, 2014

Calitomia Total 1015 12 474 529 12,419,555 |-:| %l
Hawall Total 1020 B35,114 707,341 10.2%
Central Division ILLINCIS AMERICAN 1025 21 84T, EEH 20,700,378 [
INDIANA-AMERICAN 1040 20435 20,326,308 1.0%
IOWNA-ANERICAN 1011 4.%-.}8 !213 4 538 260 5.4%
KEMTLICK f-AMETICAN I Ll 330
WHCHISANANMERIZAN ity il ﬁ'ﬂs ke | I
MISSOUREANERICAN 0y JaahsnEs AR AR 7%
TEMNESSEE-AMERICAN 1026 5,833,884 413,868 7.5%
Central Diviaion Total TH 240 531 | U2 250,957 [
Mid-AHantic Divislon MATYLAND-AMERICAN !IZI13 AT B 621886 5 53,
PENMEYL VAN AAMERICAN 43 0a8 828 43037 315 2.0
ATy T AR e
WEET VIRGINIA-AMERICAN 1028 13 070,355 13,805 141 3 6%
M- Afantic Division Total 62,244 651 53,317 862 1.7%
Mormeast Division MEW JERSEY-AMERICAN 018 40318, 102 41,708,253 | Z1%
NEW YORK-AMERICAN 1038 2410019 8737 B | 3.6%
Morteast Divislion Tokal 49 32311 30,526,871 24%
| Rl ated Totals 246131959 | 219933585 L%
Markst Based Hon-Rag AT 021 38,058 206,208 57.6%
e AT ity ﬂ.um.HﬁT =]
IL LAKEWATER. 44 i 0.0%
EDiSoN 1054 FEmGE) - 1 3?11 i3.1%)
ERTY i T e i
ETOWN SERVICES b5 L | &7 5y [
ETOWN FROPERTIES 1057 a 35 100.0%
LAUREL O S PROPERTIES 108l 31,482 13,565 (1T.827] 05 134,.9%)
Markst Based Hon-fag Tosl 7.753,891 5,695,899 (1067952 348% 115.57%]
Parent & Mon-Pro#t AWK 1020 3 Fai 0ad 2852 780 e 83 1.6% 7.6%
5C 1033 ] 1] 0.0% 0.0%
BWCO THAH 455 X LA R 0.7% 13555
ton-fag Total 3524 458 4115858 151 401 1.7% a.T%
Grand 10l TR0 23007 pIiLEixr TH0L0% 1%
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American Water Works Service Company, Inc.
¥TD Service Fee Distribution

Actuals vs. Budget

For the twelve months ended December 31, 2015

Co# actual Budpet Fawi{Unfav)
Cailfomnis Total 1015 12,523 622 11,331,234 {1.198.388)
Hawall Total 1030 558,002 22 {15,950}
Ceniral Division 025 PN T 20,008,102 185,760
(] 18,861 B34 18,768 HE 123 851
i) 188 581 3 EOU (e oR
THET gAY THET A8 EEE T
018 187,777 BE 743 gas
M7 28816 416 27,143 845 {1472 B7 1)
26 5,808 676 0,335 B0 {562, 78
Canfral Division Total 86,250,439 83,247,504 (3,002 535
Mid-ABantic Divielon 1013 501,843 456 004 s 3]
[i77 e g T -
iy B 7Y HEHEEY LR
IWEST VIRGINIA-AMERICAN 1028 11,888,244 11,651,353 [248.581)
Mid-43ankc Diviskon Total 38,752 81T 33,389,114 3,182,703
Northeast Division [NEW ;=REEY-AMERICAN 1018 38,830,380 36,371,377 | (Z.488.012)
|HEW YORK-ANERICAN 1038 T.872.101 7466208 | {208.2057 3.5% 2.8%)
|Northeast Divislon Total 46,511,450 43 836,673 {2,674 8186} 5% [E 1%
|Repuiaied Totals 204,642,370 194,566,936 (0075 4341  oaew [E.2%)
Markst Eagad HonReg R 1021 £7 365 0Z05 5002 o= L
AWE 3 g 750 070 £ 201 T30 EAg A0 o3 jm LT
IL LAKEWATER e 0 1] 0] Aopow J 0.0%
EDISON =4 118 024 132773 13,748 0.1% 10.4%
LIBERTY izl A5 M kT 0.2% 13,05
ETOWM SERWCES . iz . E8 Ty (il 8580 0.0% 2o
ETOWHN PROPERTEES 1087 ] ] 1341 0% 0.0%.
LAUREL OAKS PROPERTIES 1050 1E,203 23723 4,530 0. 20.4%
|Marksl Based Hon-Rep Tota 1322182 [FEERL [ErC L 4% 5.9%)
Parent & Hon-Prof I 020 4134400 3 183 244 J281 2485 13% (29.5%)
S 023 0 1] i 0.0% 0.0%
BT HE 2T i e g1 ] 0.i% 0.0%
&I 1040 2,401 1] (L 4171) 0o% 0.0%
Hon-Reg Toial EA03 984 EREFLT] [F L T [E8.3%)
Grand Total 216,368,537 204601648 | |11,766.859)  too0% e
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